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TUESDAY,  MARCH  26,  1996 

U.S.  Senate, 
Committee  on  Governmental  Affairs, 

Washington,  DC. 
The  Committee  met,  pursuant  to  notice,  at  9:27  a.m.,  in  room 
SD-342,  Dirksen  Senate  Office  Building,  Hon.  Ted  Stevens,  Chair- 
man of  the  Committee,  presiding. 
Present:  Senators  Stevens,  Glenn,  Levin,  and  Pryor. 

OPENING  STATEMENT  OF  SENATOR  STEVENS 

Chairman  Stevens.  I  have  been  notified  that  the  Senators  are 
going  to  be  a  little  late,  so  since  we  are  all  here,  why  don't  we  start 
a  little  early. 

Our  first  panel  is  Stephen  Street  from  the  Alaska  Business  De- 
velopment Center  and  Susan  Anderson  from  the  Lower  Yukon  Eco- 
nomic Development  Council. 

I  will  just  make  a  short  introductory  statement  here  this  morn- 
ing. The  Internal  Revenue  Service  is  one  of  the  most  critical  inter- 
faces between  the  Federal  Government  and  most  Americans.  It 
really  touches  every  American  at  home  and  at  work.  The  efficiency 
and  effectiveness  of  the  IRS  depends  on  its  use  of  information  tech- 
nology now.  The  IRS  must  change  the  way  it  does  its  work  in  order 
to  keep  up  with  the  rapid  changes  that  define  the  information  age 
in  our  country. 

Today,  our  hearing  will  focus  on  whether  the  IRS  has  the  capa- 
bility to  fulfill  the  needs  of  the  American  public  as  we  near  the  21st 
Century.  The  taxpayer  data  entrusted  to  the  Internal  Revenue 
Service  is  among  our  most  personal  and  private  information,  and 
one  of  the  realities  of  this  age  is  the  threat  to  privacy  and  the  pos- 
sible manipulation  of  personal  data. 

We  are  very  concerned  about  the  findings  of  the  National  Re- 
search Council  in  its  study  of  the  Tax  System  Modernization  Pro- 
gram (TSM),  and  I  quote:  "The  gap  between  the  current  TSM  secu- 
rity posture  and  the  minimum  security  acceptable  will  continue  to 
widen,  thus  virtually  ensuring  massive  security  breaches  in  the 
coming  years."  The  IRS  appears  so  far  not  to  be  able  to  protect  tax- 
payers with  TSM.  Correction  of  even  minor  errors  in  tax  return 
processing  can  be  extremely  difficult  and  costly  to  taxpayers.  It 
takes  considerable  time,  effort  and  money  to  make  those  correc- 
tions, but  it  would  be  impossible  to  correct  the  damage  to  the  pri- 
vacy of  taxpayers  and  their  famihes  if  the  IRS  cannot  protect  this 
taxpayer  data. 

(1) 


Another  concern  is  the  treatment  of  taxpayers  themselves.  I 
think  every  one  of  us  in  Congress  can  attest  to  the  Htany  of  com- 
plaints constituents  send  to  us  about  the  IRS.  The  validity  of  these 
complaints  can  be  simple  really,  in  some  ways,  for  some  people  just 
to  put  aside.  I  do  think  that  this  is  the  kind  of  hearing  that  we 
ought  to  have  to  bring  the  attention  of  the  Congress  to  cir- 
cumstances not  only  in  terms  of  the  national  program,  but  to  illus- 
trations such  as  those  in  my  own  home  State,  which  we  will  go 
through  just  briefly  here  this  morning,  to  show  the  complexity  of 
taxpayers  trjdng  to  meet  their  needs  during  this  modernization 
drive. 

I  think  the  cases  we  are  going  to  discuss  involve  a  unique  effort 
of  private  citizens.  State  government,  and  the  IRS  to  try  to  set  up 
a  system  of  compliance  for  rural  fishermen  in  Alaska.  The  fragility 
of  this  effort  has  recently  been  exposed  and  I  do  hope  we  will  find 
ways  to  mend  it. 

There  is  a  third  problem  area  and  that  is  financial  management. 
Despite  $3  billion  over  10  years,  the  tax  system  modernization  is 
not  really  up  to  speed.  The  IRS  has  been  unable  to  fix  its  financial 
management  problems.  In  fact,  the  IRS  does  not  have  auditable, 
validated  financial  statements.  It  cannot  tell  how  much  has  been 
collected  in  taxes  and  it  cannot  account  for  its  own  spending.  This 
is  the  agency  that  is  so  strict  on  the  way  Americans  keep  their 
books,  but  it  apparently  cannot  handle  its  own  books  in  the  way 
it  demands  of  us.  It  is  not  only  ironic,  but  it  is  unacceptable,  I 
think,  to  Congress.  While  many  leading  companies  like  Wal-Mart 
are  using  computer  technology  and  really  have  up-to-the-minute  in- 
formation on  revenue,  spending,  and  inventory,  the  IRS  does  not. 

Ten  years  ago,  the  IRS  initiated  the  Tax  System  Modernization 
project  to  improve  the  administration  of  our  Nation's  tax  laws,  as 
well  as  its  own  operations.  The  TSM  project  is  currently  estimated 
to  cost  $23  billion.  However,  TSM  is  a  solution  that  has  turned  into 
a  problem.  Since  1990,  36  GAO  reports  and  38  internal  Treasury 
Department  audits  have  found  that  the  IRS  does  not  know  how 
much  TSM  will  cost  or  whether  it  will  work  when  it  is  installed. 

The  National  Research  Council  recently  produced  a  sixth  report 
summarizing  TSM  problems.  It  identified  four  problems  that  have 
never  been  fixed.  They  are  technical  management,  systems  archi- 
tecture, IRS  procedures,  and  systems  security.  The  IRS  response  to 
the  report  was  to  institute  new  oversight  procedures,  but  the  Coun- 
cil cautioned  that  this  type  of  response  will  not  fix  the  problems 
they  have  identified. 

Last  December  when  the  Committee  became  aware  of  the  prob- 
lems of  the  Cyberfile  program,  which  is  a  new  tax  system  mod- 
ernization effort,  we  asked  that  it  be  investigated.  The  Cyberfile 
effort  will  allow  taxpayers  to  file  over  the  Internet  by  dialing 
a  1-800  number  with  a  computer  and  a  modem.  However,  the 
Cyberfile  system  currently  will  provide  inadequate  protection 
against  fi'aud,  abuse,  diversion  of  data,  or  invasion  of  personal  pri- 
vacy. 

The  Committee's  investigation  has  found  that  the  problems  in 
the  Cyberfile  program  are  the  same  as  those  in  the  overall  tax  sys- 
tem modernization  effort.  The  new  TSM  program  is  plagued  by 
poor  program  management  expertise,  little  concern  for  cost  effec- 


tiveness,  no  defined  relationship  to  the  TSM  architecture,  or  the 
major  shortfalls  in  computer  security  and  privacy  of  that  system. 

For  example,  GAO  uncovered  an  internal  estimate  that  10,000 
people  may  use  Cyberfile  this  year,  at  a  cost  of  $30  million,  which 
means  about  $3,000  per  return.  Given  that  the  IRS  recently  de- 
cided not  to  pursue  the  Internet  version  and  the  nearness  of  the 
filing  deadline,  the  number  of  filers  could  be  down,  which  would  re- 
sult in  such  costs  going  up.  The  Cyberfile  system  does  not  meet, 
I  am  informed,  the  standards  established  by  the  Computer  Security 
Act  for  the  protection  of  taxpayer  data. 

Management,  not  technology,  is  what  needs  to  be  fixed.  For  ex- 
ample, the  room  that  houses  the  hard  drives  and  network  switches 
has  door  hinges  on  the  outside  of  the  room,  making  it  very  easy  to 
break  into  that  room,  much  easier  even  than  picking  the  lock  to  get 
in.  The  Cyberfile  program  does  not  give  us  confidence  about  the 
way  the  IRS  intends  to  acquire  information  fi"om  taxpayers. 

The  Committee  is  going  to  receive  testimony  today  on  the 
progress  that  the  IRS  is  planning  to  meet  the  needs  of  the  1990's 
and  the  next  century  in  these  systems  I  have  described.  The  first 
panel  will  be  Alaska  representatives,  whom  I  have  asked  to  testify 
on  problems  that  have  recently  developed  with  regard  to  the  IRS. 
This  is  a  result  in  some  ways  of  the  IRS  restructuring  efforts.  We 
are  going  to  hear,  also,  from  the  General  Accounting  and  the  Na- 
tional Research  Council  experts  who  have  spent  years  reviewing 
and  making  recommendations  on  the  IRS  modernization  program. 
The  GAO  has  provided  extensive  assistance  to  the  Committee  in  its 
investigation  of  Cyberfile  and  these  other  systems  and  will  make 
public  its  findings,  I  think,  either  today  or  soon.  I  want  to  thank 
the  GAO  for  its  assistance.  We  will  later  hear  from  the  Commis- 
sioner of  Internal  Revenue. 

I  do  unfortunately  have  to  tell  the  Committee  and  the  audience 
that  I  will  be  managing  a  bill  on  the  floor  starting  just  a  little  after 
noon,  I  am  informed,  so  I  do  want  to  try  and  get  through  this  hear- 
ing as  scheduled,  since  there  are  people  who  have  come  long  dis- 
tances to  testify.  I  hope  there  will  be  no  objection  that  we  limit, 
after  our  opening  statements — mine  that  I  have  just  given  and 
Senator  Glenn's — witnesses  to  10  minutes  and  Senators  to  5  min- 
utes for  each  panel.  That  way,  as  I  see  it,  we  may  be  able  to  get 
through  in  time  for  me  to  answer  the  call  on  the  floor. 

Senator  Glenn? 

OPENING  STATEMENT  OF  SENATOR  GLENN 

Senator  Glenn.  Thank  you,  and  I  will  keep  my  remarks  short 
too,  Mr.  Chairman. 

Oversight  of  the  IRS  has  been  a  major  concern  of  this  Committee 
for  a  long  time.  I  have  been  on  this  Committee  ever  since  I  got  in 
the  Senate  and  I  am  in  my  21st  year  here  and  we  have  been  follow- 
ing this  for  the  last  couple  of  decades,  literally,  on  trying  to  im- 
prove the  operation  at  IRS. 

We  enacted  in  1990  and  oversaw  the  implementation  of  the  Chief 
Financial  Officers  Act,  which  requires  audits  for  the  first  time  in 
government  of  all  the  different  departments  and  agencies,  and  IRS 
was  one  of  those  that  was  singled  out  as  one  of  the  targets  early 


on  to  see  how  things  were  going  in  that  area.  So  we  have  been  fol- 
lowing this  for  a  long,  long  time. 

There  has  been  some  progress  in  IRS,  but  obviously  with  the 
problems  that  the  Chairman  just  mentioned,  not  enough,  and  I  am 
sure  IRS  says  it  is  not  enough,  also.  There  have  been  some  major 
problems  with  TSM.  It  has  been  slower  coming  on  stream  than  we 
hoped,  and  I  am  sure  the  commissioner  will  want  to  address  that 
later  today  when  she  testifies. 

I  think  there  is  enough  blame  to  go  around  for  everybody.  IRS — 
blame  can  be  cast  at  them.  I  think  Congress  has  some  from  our 
standpoint,  too.  The  compliance  initiative  program  last  year — I 
fought  against  cutting  that  back.  There  is  an  awful  lot  of  money 
out  there  that  could  be  collected  if  we  just  went  out  and  collected 
it.  I  think  owed  to  the  government  is  something  like  $120-some  bil- 
lion. Most  of  that  is  in  corporate  and  individual  bankruptcies,  of 
course,  but  I  think  there  is  something  like — I  am  not  sure  what  the 
current  figure  is,  but  it  is  like  $19  or  $25  billion,  we  estimate,  out 
there  waiting  to  be  collected,  if  we  just  went  after  it.  Part  of  that 
is  because  maybe  we  need  more  agents;  maybe  we  don't.  Maybe  we 
need  more  computerization;  maybe  we  need  some  changes  in  that 
area,  also. 

I  have  talked  to  Commissioner  Richardson  on  a  number  of  occa- 
sions both  in  my  office  and,  of  course,  at  hearings,  and  I  have  al- 
ways thought  she  had  good  plans.  It  seems,  though,  that  with  some 
of  the  implementation  of  those  plans  and  how  they  get  done  as  you 
go  down  through  the  hierarchy  has  been  something  that  has 
plagued  not  only  her,  but  her  predecessors  in  that  job  going  over 
the  20  years  that  I  have  been  following  this  at  the  IRS.  So  this 
isn't  something  that  just  happened  to  pop  in  the  last  couple  of 
years.  It  has  been  going  on  for  a  long,  long  time. 

The  bottom  line  is  that  Congress  can  give  the  Executive  Branch 
tools  to  improve  management,  like  the  IG  Act,  FMFIA,  the  CFO 
Act,  but  we  have  to  be  able  to  implement  those,  to  run  them  down- 
hill and  really  make  them  work  at  the  agency  level.  That  is  what 
we  would  like  to  get  into  today,  is  what  needs  to  be  done  to  make 
that  really  happen.  We  can't  allow  it  to  go  on  just  like  it  is.  I  know 
we  have  to  help  find  solutions  on  how  to  implement  the  manage- 
ment plans  at  IRS,  and  I  hope  that  we  hear  later  on  from  the  com- 
missioner today  about  how  we  are  beginning  to  get  better  control 
of  this,  how  there  is  actual,  substantive  process,  and  if  that  is  not 
occurring  in  some  areas  that  she  would  like  to  see,  why  not  and 
what  do  we  need  to  do. 

Let's  all  work  together  on  this  and  get  the  thing  going.  This  is 
also  a  key  to  everything  else  we  do.  This  is  the  revenue  that  runs 
the  United  States  of  America  and  our  relationships  around  the 
world.  This  is  where  it  comes  from  and  it  has  to  work,  and  it 
should  be  an  exemplary  system  that  sets  the  pattern  for  business 
and  everybody  else,  not  the  other  way  around.  So  we  look  forward 
to  working  together  on  this.  We  hope  we  can  get  resolution  of  some 
of  these  things. 

Thank  you,  Mr.  Chairman. 

Chairman  Stevens.  I  will  state  that  I  talked  to  the  commissioner 
yesterday  about  the  first  panel  and  I  have  called  them  not  only  be- 
cause of  the  comments  I  made,  but  also  I  think  the  problems  in 


Alaska  demonstrate  some  of  the  difficulties  with  regard  to  the  re- 
cent changes  in  the  structure  of  the  field  assignments  for  the  IRS, 
in  addition  to  the  modernization  program.  So  let  me  proceed  now 
with  this  first  panel. 

Steve,  would  you  like  to  make  a  statement,  please? 

TESTIMONY  OF  STEPHEN  S.  STREET,  ALASKA  BUSINESS 
DEVELOPMENT  CENTER,  ANCHORAGE,  ALASKA 

Mr.  Street.  Yes,  sir.  Thank  you,  Senator. 

My  name  is  Stephen  Street.  I  am  a  business  consultant  with  the 
Alaska  Business  Development  Center  based  in  Anchorage,  Alaska. 
Since  1988,  an  ever  increasing  part  of  my  work  has  involved  help- 
ing Alaskan  fishers  resolve  tax  issues.  Alaska  Business  Develop- 
ment Center  has  worked  closely  with  the  Commercial  Fisheries 
Entry  Commission  and  the  State's  Division  of  Investments  to  re- 
solve fishers'  tax  issues  in  order  to  keep  their  permits  from  being 
seized  and  sold  by  the  IRS. 

I  have  traveled  extensively  throughout  rural  Alaska  and  have 
seen  firsthand  the  importance  of  maintaining  the  fish  entry  per- 
mits in  the  hands  of  individuals  living  in  those  rural  communities. 
Preserving  the  economic  health  and  stability  of  Alaska's  commer- 
cial fishing  industry  is  of  utmost  importance  to  the  State  of  Alaska, 
and  is  of  critical  importance  to  maintaining  the  fragile  economic 
base  of  many  of  the  small,  isolated  rural  fishing  communities  in  the 
State  of  Alaska. 

More  than  10,000  out  of  a  total  of  approximately  13,000  limited 
entry  permits  remain  in  the  hands  of  Alaskans  today,  and  over  50 
percent  of  those  permit  holders  are  residents  of  rural  Alaska.  Any 
wide-scale  loss  of  fish  entry  permits  fi'om  the  rural  areas  would 
threaten  the  health  of  these  rural  economies  in  a  way  that  would 
be  difficult  to  restore,  and  this  is  why  the  IRS'  activities  to  seize 
and  sell  fish  entry  permits  as  a  means  of  collecting  back  taxes  is 
of  such  concern  to  the  State  of  Alaska  and  its  residents. 

The  issue  is  not  whether  or  not  fishers  who  also  are  entry  permit 
holders  should  pay  their  taxes,  as  all  citizens  should  do,  but  rather 
the  methods  used  by  the  IRS  to  collect  those  taxes.  The  majority 
of  the  fishers/entry  permit  holders  find  themselves  in  the  situation 
of  owing  back  taxes  for  a  variety  of  reasons  tied  to  their  rural  na- 
tive roots.  For  the  most  part,  the  people  we  deal  with  are  not  tax 
protesters. 

The  focus  of  the  collection  activities,  in  my  opinion,  should  be  in 
educating  the  fishers  and  promoting  payment  methods  that  will 
pay  the  taxes  owed  without  taking  away  their  means  of  earning  a 
livelihood  for  their  families  and  other  residents  of  the  rural  com- 
munities. This  approach  has  proved  successful  in  the  recent  past 
when  implemented  in  a  cooperative  effort  between  State  agencies 
such  as  the  Division  of  Investments  and  the  Commercial  Fisheries 
Entry  Commission,  private  organizations  such  as  the  Alaska  Busi- 
ness Development  Center,  and  the  Special  Procedures  Section  of 
the  IRS. 

In  the  past  several  years,  the  IRS  has  received  more  than  $3.5 
million  in  payments  from  loans  made  to  permit  holders  by  the  Divi- 
sion of  Investments  to  pay  back-tax  obligations.  These  efforts  have 
had  the  desired  outcome  of  collecting  the  taxes  owed,  bringing  the 


fishers  into  compliance  both  in  fihng  and  for  payments,  and  with- 
out disrupting  the  rural  economies  by  a  forced  removal  of  the  fish- 
ing permits  through  IRS  seizure,  auction  and  sale  of  their  permits. 

Our  experience  to  this  point  has  shown  that  while  there  are  cer- 
tainly substantial  amounts  of  money  owed  by  fishers  to  the  IRS, 
the  magnitude  of  the  problem  has  been  overstated.  This  is  due  to 
the  way  the  IRS  has  been  calculating  the  amount  of  back  taxes 
owed.  The  method  the  IRS  uses  to  calculate  the  taxes  owed  by  a 
fisher  is  to  consider  only  the  gross  income  as  documented  by  the 
Department  of  Fish  and  Game  and  fish  processors'  records  without 
considering  the  expenses  incurred  in  pursuit  of  this  income. 

Examples  of  expenses  include  payment  of  crew  shares  and  ex- 
penses for  fuel,  gear  and  food  while  fishing.  The  percentage  of  gross 
income  represented  by  these  kinds  of  expenses  varies  from  fishery 
to  fishery  depending  upon  the  type  of  gear  being  used.  A  good 
benchmark  would  be  that  they  would  encompass  30  to  50  percent 
of  the  gross  income.  Indeed,  my  experience  in  working  with  fishers 
on  whom  the  IRS  has  performed  a  forced  filing  has  been  that  once 
the  tax  returns  have  been  completed  by  the  fisher,  the  actual  tax 
obligation  owed  has  been  overstated  by  up  to  75  percent  by  the  way 
the  IRS  has  calculated  the  amounts  owed. 

All  of  the  issues  I  have  discussed  are  exemplified  by  the  case  of 
Hydaburg  fisher,  Francis  Carle.  Mr.  Carle  is  a  lifelong  resident  of 
Hydaburg,  Alaska,  a  small  fishing  village  on  Prince  of  Wales  Island 
in  southeast  Alaska.  This  63-year-old  Haida  Indian  has  fished  all 
of  his  life  and  became  a  limited  entry  fishing  permit  holder  when 
the  State  implemented  its  limited  entry  system  for  all  of  the  State's 
salmon  fisheries  in  the  early  1970's. 

He  hires  a  crew  of  six  local  people  each  season  to  assist  him  in 
his  fishing  business  and  he  purchases  the  goods  and  services  he 
needs  to  support  his  fishing  activities  in  Hydaburg.  Mr.  Carle  has 
a  very  limited  formal  education  and  does  not  read  and  write  Eng- 
lish very  well.  Because  of  his  lack  of  education  and  understanding 
of  the  IRS,  Mr.  Carle  had  never  filed  tax  returns.  The  IRS  force- 
filed  on  behalf  of  Mr.  Carle  and  calculated  the  amount  he  owed  to 
be  several  hundred  thousand  dollars.  The  IRS  demanded  payment 
of  this  amount  by  sending  him  written  notice. 

Mr.  Carle  was  intimidated  by  this  bureaucracy  demanding  pay- 
ment of  such  large  sums  and  he  reacted  in  a  pretty  typical  way. 
He  did  not  respond  to  the  written  notices.  For  this  reason,  Mr. 
Carle  was  branded  an  egregious  offender  who  warranted  the  most 
stringent  collection  procedures.  Mr.  Carle's  permit  was  seized  and 
sold  by  the  IRS  on  December  11,  1995,  despite  attempts  to  have 
the  sale  delayed  in  order  to  resolve  his  issues  by  assisting  him  in 
getting  his  taxes  prepared  so  that  we  would  know  precisely  what 
was  owed.  We  could  then  have  helped  Mr.  Carle  to  arrange  for  pay- 
ment of  his  taxes  through  a  variety  of  methods,  including  the  possi- 
bility of  a  loan  from  the  State's  Division  of  Investments. 

Since  his  permit  was  auctioned,  we  have  continued  to  assist  Mr. 
Carle  in  filing  his  taxes,  putting  him  in  full  filing  compliance,  and 
rather  than  owing  the  hundreds  of  thousands  of  dollars  estimated 
by  the  IRS,  he  owes  approximately  $28,000.  This  is  a  figure  that 
can  be  worked  with  and  can  be  paid  without  resorting  to  the  sale 
of  the  permit.  In  my  opinion,  Mr.  Carle  is  a  good  example  of  a  situ- 


ation  which  would  have  been  better  dealt  with  in  a  cooperative 
spirit  rather  than  in  seizing  and  selling  of  his  limited  entry  permit. 

The  reorganization  currently  underway  in  the  IRS  restricts  their 
ability  to  work  in  a  cooperative  effort  with  the  State  and  organiza- 
tions such  as  the  Alaska  Business  Development  Center  to  collect 
the  taxes  owed  without  resorting  to  seizing  and  selling  permits. 
This  reorganization  shifts  control  in  decisionmaking  for  the  Alaska 
District  to  the  Seattle  District,  and  we  know  from  past  experience 
that  people  living  in  urban  areas  such  as  Seattle  do  not  have  the 
understanding  of  rural  Alaska  that  leads  to  informed  and  reasoned 
polic3anaking  and  implementation. 

If  this  reorganization  continues,  I  believe  that  the  IRS  collection 
techniques  will  rely  more  and  more  on  seizing  and  selling  permits 
instead  of  working  together  to  collect  taxes  without  causing  devas- 
tation to  rural  citizens  and  rural  economies.  The  cooperative  effort 
of  the  IRS,  the  State,  and  Alaska  Business  Development  Center 
and  other  organizations  has  been  working  to  achieve  all  of  our 
goals.  This  more  positive  approach  is  more  appropriate  when  one 
understands  that  the  tax  compliance  problem  is  overstated  by  the 
methodology  used  by  the  IRS  to  measure  it. 

It  would  be  counterproductive  to  undermine  our  ability  to  work 
together  to  attain  both  IRS  filing  and  pa3rment  compliance  without 
having  to  resort  to  drastic  collection  actions  such  as  seizing  and 
auctioning  fish  entry  permits.  Such  actions  create  greater  problems 
for  the  long  term  than  are  resolved  in  the  near  term  by  those  types 
of  actions. 

Thank  you.  Senator. 

[The  prepared  statement  of  Mr.  Street  follows:] 

PREPARED  STATEMENT  OF  STEPHEN  S.  STREET 

My  name  is  Stephen  Street.  I  am  a  business  consultant  with  the  Alaska  Business 
Development  Center  based  in  Anchorage  Alaska.  Since  1988  an  ever  increasing  part 
of  my  work  has  involved  helping  Alaska  fishers  resolve  tax  issues.  ABDC  has 
worked  closely  with  the  Commercial  Fisheries  Entry  Commission  and  the  State's  Di- 
vision of  Investments  to  resolve  fishers  tax  issues  in  order  to  keep  their  permits 
from  being  seized  and  sold  by  the  IRS.  I  have  traveled  extensively  throughout  rural 
Alaska  and  have  seen  first  hand  the  importance  of  maintaining  the  fish  entry  per- 
mits in  the  hands  of  individuals  living  in  these  rural  communities. 

Preserving  the  economic  health  and  stability  of  Alaska's  commercial  fishing  indus- 
try is  of  utmost  importance  to  the  State  of  Alaska.,  and  is  of  critical  importance  in 
maintaining  the  fragile  economic  base  of  many  small  isolated  rural  fishing  commu- 
nities. More  than  10,000  out  of  a  total  of  approximately  13,000  limited  entry  permits 
remain  in  the  hands  of  Alaskans  today  and  over  50  percent  of  those  permit  holders 
are  residents  of  rural  Alaska.  Any  wide  scale  loss  of  fish  entry  permits  from  the 
rural  areas  would  threaten  the  health  of  these  rural  economies  in  a  way  that  would 
be  difficult  to  restore,  and  this  is  why  the  IRS's  activities  to  seize  and  sell  fish  entry 
permits  as  a  means  of  collecting  back  taxes  is  of  such  concern. 

The  issue  is  not  whether  or  not  the  fishers/entry  fish  permit  holders  should  pay 
their  taxes  as  all  citizens  should  do  but  rather  the  methods  used  by  the  IRS  to  col- 
lect those  taxes.  The  majority  of  the  fishers/entry  permit  holders  find  themselves  in 
the  situation  of  owing  back  taxes  for  a  variety  of  reasons  tied  to  their  rural  native 
roots.  For  the  most  part,  the  people  we  deal  with  are  not  tax  protesters.  The  focus 
of  the  collection  activities  in  my  opinion,  should  be  in  educating  the  fishers  and  pro- 
moting pajrment  methods  that  will  pay  the  taxes  owed  without  taking  away  tneir 
means  of  earning  a  livelihood  for  their  families  and  other  residents  of  the  rural  com- 
munities. This  approach  has  proved  successful  in  the  recent  past  when  implemented 
in  a  cooperative  effort  of  State  agencies  such  as  the  State's  Division  of  Investments 
and  the  Commercial  Fisheries  Entry  Commission,  private  organizations  such  as  the 
Alaska  Business  Development  Center,  and  the  Alaskan  Special  Procedures  section 
of  the  IRS.  In  the  past  several  years  the  IRS  has  received  more  than  $3.6  million 
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in  payments  from  loans  made  to  permit  holders  by  the  Alaska  Division  of  Invest- 
ments to  pay  their  tax  obligations.  These  efforts  had  the  desired  outcome  of  collect- 
ing the  taxes  owed  and  bringing  the  fishers  into  filing  and  payment  compliance, 
without  disrupting  the  rural  economies  by  a  forced  removal  of  the  fishing  permits 
through  IRS  seizure  and  auction  sale. 

Our  experience  to  this  point  has  shown  that,  while  there  are  certainly  substantial 
amounts  of  money  owed  by  fishers  to  the  IRS,  the  magnitude  of  the  problem  has 
been  overstated.  The  method  the  IRS  uses  to  calculate  the  taxes  owed  by  a  fisher 
is  to  consider  only  the  gross  income  as  documented  by  the  Alaska  Department  of 
Fish  and  Game  and  by  processors  records  without  considering  the  expenses  incurred 
in  pursuit  of  this  income.  Examples  of  expenses  include  payment  of  crew  shares,  as 
well  as  expenses  for  fuel,  gear  and  food  while  fishing.  The  percentage  of  gross  in- 
come represented  by  these  kinds  of  expenses  varies  from  fishery  to  fishery,  depend- 
ing greatly  upon  the  type  of  gear  used  in  a  given  fishery.  A  good  benchmark,  how- 
ever, for  calculating  expenses  including  crew  shares  would  be  35  to  50  percent  of 
gross  income.  My  experience  in  working  with  fishers  on  whom  the  IRS  has  per- 
formed a  force  filing  has  been  that  once  the  tax  returns  have  been  completed  by 
the  fisher  the  actual  tax  obligation  owed  has  been  overstated  by  75  percent  by  the 
IRS  calculation. 

All  of  the  issues  I  have  discussed  are  exemplified  by  the  case  of  Hydaburg  fisher, 
Francis  Carle.  Mr.  Carle  is  a  lifelong  resident  of  Hydaburg,  Alaska,  a  small  fishing 
village  on  Prince  of  Wales  Island  in  Southeast  Alaska.  This  63-year-old  Haida  In- 
dian has  fished  all  of  his  life  and  became  a  limited  entry  fishing  permit  holder  when 
the  State  implemented  its  limited  entry  system  for  all  of  the  State's  salmon  fisheries 
in  the  early  70's.  He  hires  a  crew  of  six  local  people  each  season  to  assist  him  in 
his  fishing  business  and  he  purchases  the  goods  and  services  be  needs  to  support 
his  fishing  activities  in  Hydaburg.  Mr.  Carle  has  a  very  limited  formal  education 
and  does  not  read  and  write  English  well.  Because  of  his  lack  of  education  and  un- 
derstanding of  the  IRS,  Mr.  Carle  had  never  filed  tax  returns.  The  IRS  force  filed 
on  behalf  of  Mr.  Carle  and  calculated  the  amount  he  owes  to  be  several  hundred 
thousand  dollars.  The  IRS  demanded  payment  of  this  amount  by  sending  written 
notice.  Mr.  Carle  was  intimidated  by  this  bureaucracy  demanding  payment  of  guch 
a  large  sum  that  he  reacted  in  a  typical  way  ...  he  did  not  respond  to  the  written 
notices.  For  this  reason  Mr.  Carle  was  branded  an  egregious  offender  who  war- 
ranted the  most  stringent  collection  procedures. 

Mr.  Carle's  permit  was  seized  and  sold  by  the  IRS  on  December  11,  1995  despite 
attempts  to  have  the  sale  delayed  in  order  to  resolve  his  issues  by  assisting  him 
in  getting  his  taxes  prepared  so  that  we  would  know  what  he  owed.  We  could  then 
have  helped  Mr.  Carle  to  arrange  for  payment  of  his  taxes  through  a  variety  of 
methods  including  the  possibility  of  a  loan  from  the  State  Division  of  Investments. 
Since  his  permit  was  auctioned,  we  have  assisted  Mr.  Carle  to  file  his  taxes  putting 
him  in  full  filing  compliance.  Rather  than  owing  hundreds  of  thousands  of  dollars, 
he  owes  approximately  $28,000.  This  is  a  figure  that  can  be  worked  with  and  can 
be  paid  without  resorting  to  the  sale  of  the  permit.  In  my  opinion,  Mr.  Carle  is  a 
good  example  of  a  situation  which  would  have  been  better  dealt  with  in  a  coopera- 
tive spirit  rather  than  the  seizing  and  selling  of  his  limited  entry  permit. 

The  reorganization  currently  underway  in  the  IRS  restricts  their  ability  to  work 
in  a  cooperative  effort  with  the  State  and  organizations  such  as  Alaska  Business  De- 
velopment Center  to  collect  the  taxes  owed  without  resorting  to  seizing  and  selling 
permits.  This  reorganization  shifts  control  and  decision  making  for  the  Alaska  Dis- 
trict to  the  Seattle  District.  We  know  from  experience  that  people  living  in  an  urban 
area  such  as  Seattle  do  not  have  the  understanding  of  rural  Alaska  that  leads  to 
informed  and  reasoned  policy  making  and  implementation.  If  this  reorganization 
continues  I  believe  that  the  IRS  collection  techniques  will  rely  more  on  seizing  and 
selling  permits  instead  of  working  together  to  collect  taxes  without  causing  devasta- 
tion to  rural  citizens  and  rural  economies.  The  cooperative  efforts  of  the  IRS,  the 
State,  and  ABDC  have  been  working  to  achieve  all  of  our  goals.  This  more  positive 
approach  is  more  appropriate  when  one  understands  that  the  tax  compliance  prob- 
lem is  overstated  by  the  methodology  used  by  the  IRS  to  measure  it.  It  would  be 
counter  productive  to  undermine  our  ability  to  work  together  to  attain  both  IRS  fil- 
ing and  payment  compliance  without  having  to  resort  to  drastic  collection  actions 
such  as  seizing  and  auctioning  fish  entry  permits.  Such  actions  create  greater  prob- 
lems for  the  long  term  than  are  solved  in  the  near  term. 

Chairman  STEVENS.  Thank  you  very  much. 
Ms.  Anderson? 


TESTIMONY  OF  SUSAN  D.  ANDERSON,  EXECUTIVE  DIRECTOR, 
LOWER  YUKON  ECONOMIC  DEVELOPMENT  COUNCIL,  AN- 
CHORAGE, ALASKA 

Ms.  Anderson.  My  name  is  Susan  Anderson,  Executive  Director 
of  the  Lower  Yukon  Economic  Development  Council.  Our  15-mem- 
ber  council  serves  the  10  villages  of  the  Lower  Yukon  region  which 
lie  within  the  boundaries  of  the  Wade-Hampton  Census  area,  en- 
compassing 10,000  square  miles.  The  mission  of  the  council  is  to 
help  residents  achieve  economic  independence  by  bringing  State, 
Federal  and  private  resources  to  the  region. 

In  addition  to  providing  business  and  community  development 
services,  one  of  our  mandates  is  to  assist  area  residents,  including 
commercial  fishermen,  to  resolve  tax  issues  including  historical 
non-compliance,  tax  obligations  and  current  filings.  We  have  been 
working  with  individuals  to  resolve  these  issues  since  1993  when 
the  chum  salmon  run  disaster  made  it  difficult  for  area  fishermen 
to  pay  their  taxes.  Some  of  our  work  is  helping  those  who  do  not 
read  and  write  English  to  communicate  with  the  IRS. 

When  the  State  established  its  Commercial  Fishing  Tax  Obliga- 
tion loan  program  in  1994,  I  traveled  through  the  Lower  Yukon 
with  representatives  of  the  State  loan  program  to  offer  assistance 
in  pa3dng  past-due  taxes.  During  that  trip,  we  discovered  that  non- 
filing was  as  large  a  problem  as  the  inability  to  pay  tax  obligations. 
We  also  found  that  the  reasons  for  non-filing  were  largely  a  lack 
of  education  and  a  lack  of  understanding  of  the  IRS. 

In  February  of  1994,  we  arranged  with  the  IRS  to  have  agents 
travel  to  the  region  to  help  people  file  their  tax  returns  for  past 
years.  During  that  trip,  150  returns  were  filed.  LYEDC  and  the 
IRS  were  very  encouraged  by  this  result  and  continued  to  work  to- 
gether to  resolve  tax  issues  in  the  Lower  Yukon  region.  By  October 
of  1995,  limited  entry  permit  holders  fi*om  the  Lower  Yukon  had 
received  over  $250,000  in  tax  obligation  loans  which  were  used  to 
pay  their  back  taxes. 

In  late  1995,  I  was  approached  by  the  IRS  Problem  Resolution 
Office  to  help  devise  a  tax  education  program  which  would  deliver 
education  to  rural  Alaska's  villages.  We  developed  a  partnership 
between  the  IRS,  LYEDC  and  the  school  districts  of  the  Lower 
Yukon.  Using  software  purchased  by  LYEDC  and  a  lesson  plan  de- 
veloped by  the  IRS,  the  school  districts  are  teaching  tax  prepara- 
tion to  senior  high  students.  As  an  offshoot  of  this  program,  the 
Small  Business  Development  Center  has  joined  us  to  offer  some  of 
the  same  courses  to  adults  in  the  community  using  the  schools' 
computers. 

The  Lower  Yukon  program  was  designed  to  be  a  pilot  project 
which  could  be  used  as  a  delivery  system  state-wide  in  coming 
years.  The  beauty  of  this  program  is  that  it  uses  minimal  resources 
to  provide  the  maximum  opportunity  for  developing  local  capacity 
for  tax  preparation,  thereby  avoiding  many  of  the  tax  problems  fac- 
ing residents  of  rural  Alaska.  This  is  an  effort  on  the  part  of  the 
IRS  to  effectively  address  the  educational  needs  of  all  taxpayers. 
Although  this  tax  season  is  not  yet  completed,  we  are  all  optimistic 
about  the  prospects  for  success  of  this  program. 

Unfortunately,  because  of  changes  within  the  IRS,  we  may  never 
know  if  educating  rural  Alaskans  will  improve  compliance.  The  IRS 
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is  currently  implementing  its  reorganization  plan  which  will  con- 
solidate taxpayer  education  and  services  under  a  Seattle  District 
which  will  include  Alaska  and  Hawaii.  The  reorganization  is  in- 
tended to  make  the  IRS  more  efficient  and  to  save  money.  The  re- 
organization will  reduce  the  number  of  employees  in  Portland  and 
Seattle  and  remove  responsibility  for  taxpayer  education  from  Alas- 
ka and  Hawaii  altogether. 

The  total  savings  in  personnel  costs  achieved  by  removing  tax- 
payer education  from  these  two  States  is  less  than  $100,000,  as  the 
program  has  operated  with  one  professional  staff  person  in  each 
State  for  many  years.  Given  the  amount  of  money  spent  by  the  IRS 
on  administration  and  printing,  $100,000  hardly  seems  like  a  sig- 
nificant savings. 

Overall,  this  reorganization  will  eliminate  the  current  Alaska 
District  and  several  Alaska  services  will  be  transferred  to  a  new 
district  based  in  Seattle.  The  Seattle  District  office,  more  than 
2,000  miles  from  Anchorage,  will  be  the  IRS'  primary  location  for 
Alaskan  and  Hawaiian  taxpayers  on  education,  assistance,  or  com- 
pliance matters.  Residents  of  the  States  of  Alaska  and  Hawaii  will 
no  longer  have  the  ability  to  work  with  the  IRS  to  resolve  tax  is- 
sues or  to  prevent  them  from  arising  in  the  future.  This  will  be  a 
serious  setback  for  the  collection  efforts  of  the  IRS. 

The  efforts  of  the  Alaska  Business  Development  Center  and  the 
State  of  Alaska  have  opened  doors  within  the  IRS  to  rural  Alas- 
kans. The  cooperative  efforts  of  our  council  with  the  IRS  have  cre- 
ated an  atmosphere  in  our  region  which  has  fostered  a  desire  on 
the  part  of  regional  residents  to  come  into  compliance  and  to  re- 
main in  compliance  with  IRS  codes.  This  is  a  new  way  of  thinking 
in  rural  Alaska.  The  way  in  which  IRS  operated  in  the  past,  includ- 
ing seizing  property  and  garnishing  wages  without  personal  con- 
tact, caused  great  fear  among  many  rural  Alaskans. 

If  the  Alaska  District  of  the  IRS  is  eliminated  in  favor  of  the  Se- 
attle District,  it  is  almost  certain  that  the  typically  aggressive  way 
of  collecting  taxes  will  return,  and  as  a  result  the  IRS  will  see  a 
return  of  the  previously  high  levels  of  non-filing  and  non-payment 
in  rural  Alaska.  To  help  ensure  that  the  days  of  non-filing  and  non- 
compliance do  not  return,  taxpayer  education  and  control  of  the 
Alaska  District  must  remain  in  Alaska.  It  is  so  difficult  in  Alaska, 
and  indeed  in  the  rest  of  the  Nation,  to  create  programs  which  ac- 
tually solve  problems.  It  would  be  almost  criminal  to  remove  our 
potential  for  success  at  this  juncture. 

[The  prepared  statement  of  Ms.  Anderson  follows:] 

PREPARED  STATEMENT  OF  SUSAN  D.  ANDERSON 

My  name  is  Susan  Anderson,  Executive  Director  of  the  Lower  Yukon  Economic 
Development  Council.  Our  15-member  council  serves  the  ten  villages  of  the  Lower 
Yukon  region  which  lie  within  the  boundaries  of  the  Wade-Hampton  Census  area 
encompassing  10,000  square  miles.  The  mission  of  the  council  is  to  help  residents 
to  achieve  economic  independence  by  bringing  State,  Federal  and  private  resources 
to  the  region. 

In  addition  to  providing  business  and  community  development  services,  one  of  our 
mandates  is  to  assist  area  residents,  including  commercial  fishermen,  to  resolve  tax 
issues  including  historical  non-compliance,  tax  obligations  and  current  tax  filing.  We 
have  been  working  with  individuals  to  resolve  these  issues  since  1993  when  the 
chum  salmon  run  disaster  made  it  difficult  for  many  fishermen  to  pay  their  taxes. 
Some  of  our  work  is  helping  those  who  do  not  read  and  write  English  to  commu- 
nicate with  the  IRS. 
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When  the  State  established  its  Commercial  Fishing  Tax  Obligation  loan  program 
in  1994,  I  traveled  through  the  Lower  Yukon  with  representatives  of  the  State  loan 
program  to  offer  assistance  in  paying  past  due  taxes.  During  that  trip  we  discovered 
that  non-filing  was  as  large  a  problem  as  the  inability  to  pay  tax  obligations.  We 
also  found  that  the  reasons  for  non-filing  were  largely  a  lack  of  education  and  un- 
derstanding of  the  IRS. 

In  February  of  1994  we  arranged  with  the  IRS  to  have  agents  travel  to  the  region 
to  help  people  file  their  tax  returns  for  past  years.  During  that  trip  150  returns 
were  filed,  LYEDC  and  the  IRS  were  very  encouraged  by  this  result  and  continued 
to  work  together  to  resolve  tax  issues  in  the  Lower  Yukon  region.  By  October  of 
1995  limited  entry  permit  holders  from  the  Lower  Yukon  had  received  over  $250,000 
in  t£ix  obligation  loans  which  were  used  to  pay  their  back  taxes. 

In  late  1995  I  was  approached  by  the  IRS  Problem  Resolution  Office  to  help  de- 
vise a  t£ix  education  program  which  would  deliver  education  to  rural  Alaska's  vil- 
lages. We  developed  a  partnership  between  the  IRS,  LYEDC,  and  the  School  Dis- 
tricts of  the  Lower  Yukon.  Using  software  purchased  by  LYEIDC  and  a  lesson  plan 
developed  by  the  IRS,  the  school  districts  are  teaching  tax  preparation  to  the  senior 
high  students.  As  an  offshoot  of  this  program,  the  Small  Business  Development  Cen- 
ter has  joined  us  to  offer  the  same  course  to  the  adults  of  the  community  using  the 
schools'  computers. 

The  Lower  Yukon  program  was  designed  to  be  a  pilot  project  which  could  be  used 
as  a  delivery  system  statewide  in  coming  years.  The  beauty  of  this  program  is  that 
it  uses  minimal  resources  to  provide  the  maximum  opportunity  for  developing  local 
capacity  for  tax  preparation,  thereby  avoiding  many  of  the  tax  problems  facing  resi- 
dents of  rural  Alaska.  This  is  an  effort  on  the  part  of  the  IRS  to  effectively  address 
the  educational  needs  of  all  tatxpayers.  Although  this  tax  season  is  not  yet  com- 
pleted, we  are  all  optimistic  about  the  prospects  for  success  of  this  program. 

Unfortunately,  because  of  changes  within  the  IRS  we  may  never  know  if  educat- 
ing rural  Alaskans  will  improve  compliance.  The  IRS  is  currently  implementing  its 
reorganization  plan  which  will  consolidate  taxpayer  education  and  services  under  a 
Seattle  district  which  will  include  Alaska  and  Hawaii.  The  reorganization  is  in- 
tended to  make  the  IRS  more  efficient  and  to  save  money. 

The  new  organization  will  reduce  the  number  of  employees  in  Portland  and  Se- 
attle, and  remove  responsibility  for  taxpayer  education  from  Alaska  and  Hawaii  al- 
together. The  total  savings  in  personnel  costs  achieved  by  removing  Taxpayer  Edu- 
cation from  these  two  States  is  less  than  $100,000  as  the  program  has  operated  with 
one  professional  staff  person  in  each  State  for  many  years.  Given  the  amount  of 
money  spent  by  the  IRS  on  administration  and  printing,  $100,000  hardly  seems  like 
a  significant  savings. 

Overall  this  reorganization  will  eliminate  the  current  Alaska  district  and  several 
Alaska  services  will  be  transferred  to  a  new  district  based  in  Seattle.  The  Seattle 
District  office,  more  than  2,000  miles  from  Anchorage,  will  be  the  IRS's  primary  lo- 
cation for  Alaskan  and  Hawaiian  taxpayers  on  education,  assistance  or  compliance 
matters.  Residents  of  the  States  of  Alaska  and  Hawaii  will  no  longer  have  the  abil- 
ity to  work  with  the  IRS  to  resolve  tax  issues  or  to  prevent  them  from  arising  in 
the  future.  This  will  be  a  serious  setback  for  the  collection  efforts  of  the  IRS. 

The  efforts  of  the  Alaska  Business  Development  Center  and  the  State  of  Alaska 
have  opened  doors  within  the  IRS  to  rural  Alaskans.  The  cooperative  efforts  of  our 
council  with  the  IRS  have  created  an  atmosphere  in  our  region  which  has  fostered 
a  desire  on  the  part  of  regional  residents  to  come  into  compliance  and  to  remain 
in  compliance  with  IRS  codes.  This  is  a  new  way  of  thinking  in  rural  Alaska.  The 
way  in  which  the  IRS  operated  in  the  past,  including  seizing  property  and  garnish- 
ing wages  without  personal  contact,  caused  great  fear  among  many  rural  Alaskans. 

If  the  Alaska  District  of  the  IRS  is  eliminated  in  favor  of  the  Seattle  District,  it 
is  almost  certain  that  the  typically  aggressive  way  of  collecting  taxes  will  return, 
and,  as  a  result,  the  IRS  will  see  a  return  of  the  previously  high  levels  of  non-filing 
and  non-payment  in  rural  Alaska.  To  help  ensure  that  the  days  of  non-filing  and 
non-compliance  do  not  return,  taxpayer  education  and  control  of  the  Alaska  District 
must  remain  in  Alaska.  It  is  so  difficult  in  Alaska,  and  indeed  in  the  rest  of  the 
nation,  to  create  programs  which  actually  solve  problems,  it  would  be  almost  crimi- 
nal to  remove  our  potential  for  success  at  this  juncture. 

Chairman  Stevens.  Thank  you.  Let  me  just  ask  you  a  few  ques- 
tions. Mr.  Street,  as  I  understand  it,  what  the  IRS  did  was  it  got 
from  the  State  the  reports  of  the  fish  tickets  that  the  permit  hold- 
ers had  filed  showing  the  gross  amount  of  fish  that  had  been  land- 
ed by,  for  instance,  the  gentleman  you  mentioned,  Mr.  Carle,  and, 
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based  on  that,  put  a  value  on  the  fish  and  charged  him  with  a  total 
gross  as  far  as  the  income  he  had  not  filed  a  tax  return  for.  Is  that 
right? 

Mr.  Street.  That  is  correct,  Senator. 

Chairman  Stevens.  And  then  when  he  didn't  respond  to  it,  they 
proceeded  to  then  put  a  garnishment  not  only  on  whatever  he  had, 
but  also  to  attach  the  permit  that  was  issued  by  the  State,  which 
is  a  limited  entry  permit  that  allows  people  in  specific  areas  the 
right  to  fish  to  a  limited  amount  every  year,  correct? 

Mr.  Street.  That  is  correct.  What  they  did  is  they  force-filed. 
They  filed  taxes  on  his  behalf  based  on  the  gross  income  that  was 
discovered  from  the  sale  of  his  fish.  That  is  right. 

Chairman  Stevens.  And  your  organization  went  back  through 
and  documented  the  expenses  that  he  had  in  generating  that  in- 
come and  found  that  for  the  periods  involved  he  owed  $28,000  rath- 
er than  several  hundred  thousand  dollars,  is  that  correct? 

Mr.  Street.  That  is  correct.  Senator.  Once  the  expenses  had 
been  taken  into  consideration,  including  the  standard  deduction 
that  all  taxpayers  are  entitled  to,  the  tax  obligation  was  $28,000, 
as  I  described. 

Chairman  Stevens.  As  I  understand  it,  there  also  is  a  situation 
that  our  State  does  not  allow  permits  to  be  seized.  They  are  rights, 
but  they  don't  have  value  as  far  as  the  State  is  concerned,  isn't 
that  correct? 

Mr.  Street.  The  Entry  Commission  in  the  State  is  opposed  to 
the  seizing  and  selling  of  the  permits.  That  is  correct,  sir.  It  would 
be  inaccurate  to  say  that  they  didn't  have  value. 

Chairman  Stevens.  No.  They  have  value,  but  this  forces  the 
State  to  transfer  the  permit  to  an  ineligible,  or  a  person  that  may 
not  be  eligible  to  purchase  it,  right? 

Mr.  Street.  That  is  correct.  They  are  opposed  to  having  a  third 
party  such  as  the  IRS  dictate  who  a  permit  would  be  sold  to.  It  is 
a  privilege  that  they  want  to  control. 

Chairman  STEVENS.  The  permits  were  issued  basically  to  the 
people  who  resided  in  the  area,  right? 

Mr.  Street.  That  is  correct,  sir,  who  have  had  a  history  of  fish- 
ing in  that  area. 

Chairman  Stevens.  Now,  Ms.  Anderson,  you  found  that  as  a  re- 
sult of  the  reorganization — and  I  might  add  that  it  is  not  alone  in 
IRS;  the  administration  seems  to  be  intent  on  closing  offices  in 
Alaska  mainly  because  they  are  paid  a  25-percent  cost  of  living  al- 
lowance, the  government  employees.  I  don't  know  if  you  realize 
that,  but  on  the  basis  of  productivity  and  efficiency  per  dollar  paid, 
Alaska  and  Hawaii  are  automatically  at  the  bottom  of  the  list  be- 
cause our  people  get  paid  an  offshore  cost  of  living  allowance  be- 
cause of  the  high  cost  of  living,  and  both  Alaska  and  Hawaii  offices 
are  being  closed  very  rapidly  in  almost  every  agency  of  the  govern- 
ment. But  in  this  case,  they  are  going  to  move  the  IRS  people  to 
Seattle,  correct? 

Ms.  Anderson.  They  will  be  increasing  the  staff  in  Seattle  to 
make  up  for  the  shortfall  when  they  close  down  the  offices  in  Ha- 
waii and  Alaska,  but  my  understanding  is  that  the  employees  who 
are  currently  in  Hawaii  and  Alaska  will  just  be  transferred  to  a  dif- 
ferent job  within  the  State  and  won't  lose  their  jobs  at  all. 
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Chairman  STEVENS.  I  understand  they  won't  lose  their  jobs,  but 
the  reason  for  closing  the  offices  is  based  upon  an  economic  deci- 
sion rather  than  a  perceived  lack  of  need  for  the  offices,  right? 

Ms.  Anderson.  Absolutely,  but  it  is  curious  that  they  are  just 
transferring  the  position  from  one  place  to  another  within  the  State 
organization  of  the  IRS  office  in  order  to  save  money,  but  they  are 
still  spending  the  money.  The  service  will  no  longer  be  provided, 
but  the  people  who  used  to  provide  the  service  will  still  be  em- 
ployed. 

Chairman  Stevens.  It  is  very  difficult  to  understand.  The  mod- 
ernization program  comes  into  effect  because  that  is  what  they  did; 
they  obtained  the  gross  records  from  the  States  and  fed  them  into 
the  computer  and  cross-checked  that  against  the  returns  that  had 
been  filed  and  proceeded  to  assess  taxes  on  the  basis  of  the  value 
of  the  fish  that  had  been  landed  without  regard  in  any  way  to  the 
economics  of  the  enterprise,  to  the  costs  of  the  business. 

I  don't  think  people  understand  the  crew  shares.  Can  you  just  for 
the  last  second  explain  that?  That  is  the  payment  made  to  the  crew 
by  the  boat  owner  or  captain  for  their  share  of  the  fish  that  is  land- 
ed. They  are  joint  venture  operations,  right? 

Mr.  Street.  That  is  correct,  sir.  You  have  to  have  a  limited  entry 
permit  holder  who  oversees  and  basically  is  the  head  of  the  fishing 
business,  and  depending  on  the  t5T)e  of  gear  used,  he  has  to  hire 
crew  members  to  assist  him  in  this  and  they  all  receive  a  percent- 
age based  on  the  gross  income  from  the  sale  of  the  fish. 

Chairman  Stevens.  Thank  you.  Senator  Glenn? 

Senator  Glenn.  Thank  you,  Mr.  Chairman.  I  never  met?  Mr. 
Carle,  obviously,  but  I  would  like  to  inquire,  is  this  situation  where 
Mr.  Carle  apparently  relied  on  the  fact  that  he  didn't  know  that 
there  were  income  tax  laws  or  he  was  supposed  to  be  paying  in- 
come tax — is  this  a  common  occurrence  or  is  this  a  real  rarity 
among  fishermen  up  there? 

Mr.  Street.  I  would  say  it  is  not  that  unusual.  In  rural  Alaska, 
somebody  who  was  born  and  raised  in  rural  Alaska  has  limited  for- 
mal education.  His  interaction  with  something  like  the  IRS  is  prac- 
tically nil.  His  parents  before  him  probably  had  very  little,  if  any, 
interaction  with  something  like  the  IRS,  so  it  doesn't  become  a  part 
of  their  operation. 

Senator  Glenn.  Well,  does  this  mean  there  is  no  withholding,  no 
Social  Security,  and  none  of  the  other  government  forms  are  filed? 
How  about  Alaska  requirements  on  business?  Certainly,  there  are 
some  requirements  there  that  he  has  to  file? 

Mr.  Street.  Well,  these  are  independent  business  people  and 
there  is  no  need  for  withholding  of  estimated  income  tax  from  their 
gross  revenues  from  fishing. 

Senator  Glenn.  We  have  had  a  couple  of  cases  from  southern 
Ohio,  which  isn't  as  populated  as  the  rest  of  the  State.  People  back 
in  some  of  the  hill  country  there  have  gotten  caught  in  the  same 
thing.  They  just  didn't  file,  period,  and  then  claimed,  oh,  I  didn't 
know  I  was  supposed  to  file,  and  so  on.  I  tell  you,  it  didn't  stand 
up  for  them  and  I  don't  think  it  should. 

I  don't  know  Mr.  Carle  or  anything  about  him.  Maybe  it  is  a  dif- 
ferent situation  up  there,  but  I  would  think,  if  this  is  a  common- 
place thing,  maybe  the  Alaska  Business  Development  Center  ought 
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to  be  putting  out  a  little  education  program  for  some  of  the  people 
to  make  sure  that — they  are  Americans,  they  are  expected  to  file, 
they  are  expected  to  pay  income  tax  like  everybody  else.  We  have 
lots  of  people  that  have  language  problems  in  this  country,  but  we 
don't  say  if  you  have  a  language  problem  that  exempts  you  from 
responsibility  under  income  tax  payment. 

Mr.  Street.  Indeed,  that  is  one  of  our  primary  goals,  is  to  pro- 
vide this  kind  of  education  to  rural  fishermen,  as  well  as  other 
rural  residents,  to  make  them  aware  of  this  need  and  to  educate 
them  in  the  way  to  go  about  this. 

Senator  Glenn.  Thank  you,  Mr.  Chairman. 

Chairman  Stevens.  Well,  Senator  Glenn,  this  is  not  dissimilar 
from  our  problem — we  had  a  similar  problem  with  the  reindeer 
herders.  These  are  subsistence  economy  people.  Over  a  period  of 
several  years,  he  ends  up  having  a  t£ix  liability  of  $28,000,  includ- 
ing, as  I  understand  it,  the  fines  and  interest  that  are  due.  The  dif- 
ficulty is  that  most  of  them  who  are  living  in  the  subsistence  econ- 
omy really  aren't  subject  to  the  Internal  Revenue  Service  laws,  ex- 
cept for  the  filing.  They  are  required  to  file. 

We  are  dealing  with  a  situation  where  people  are  living  in  vil- 
lages of  up  to  several  hundred,  but  mainly  the  income  producers 
are  very  few  and  they  share  their  income.  Obviously,  that  is  what 
crew  shares  are.  They  share  their  income  on  every  trip,  so  it  has 
been  a  very  difficult  thing  to  transition  them  into  the  cash  economy 
to  start  with  and  to  then  bring  about  the  filing  of  forms.  Most  of 
them  would  never  have  to  file  a  form  on  an)d;hing,  John,  in  their 
lifetimes,  except  for  IRS  and  the  State  tax.  We  don't  have  a  State 
income  tax,  too,  besides  that.  You  should  know  that.  We  do  not 
have  a  State  income  tax. 

Senator  Glenn.  I  was  just  thinking,  though,  that  here  is  a  busi- 
nessman. He  is  an  employer;  he  has  to  hire  six  people  on  a  regular 
basis.  Whether  they  are  paid  on  shares  or  not,  he  is  in  business. 
He  buys  a  boat.  Boats  are  not  inexpensive.  So  he  is  a  businessman; 
he  knows  how  to  conduct  business.  I  would  think  if  they  don't  know 
that  they  are  supposed  to  pay  income  tax,  somebody  would  be  very 
well  advised  to  inform  them  that  they  are.  I  have  been  through  this 
with  a  couple  of  cases  in  Ohio.  That  is  the  reason  why  I  may  be 
a  bit  more  hard-nosed  than  I  would  be  otherwise. 

Chairman  Stevens.  But  that  is  the  problem.  I  am  not  sure  that 
you  really  realize  that  the  organizations  that  these  two  people  rep- 
resent— the  organizations,  together  with  the  State  and  the  IRS, 
had  an  education  program  going  on  whereby  they  were  teaching  in 
high  schools  how  to  file  returns  and  why  you  have  to  file  them. 

Now,  this  gentleman  raised  in  this  village  of  Hydaburg  is  not  ex- 
actly the  kind  of  businessman  you  think  he  is.  He  has  a  boat  and 
all  his  business  is  conducted  on  the  boat.  He  doesn't  have  an  office 
and  he  doesn't  have  a  secretary  and  he  doesn't  probably  even  have 
a  phone,  except  at  his  home.  The  difficulty  we  have  is — and  we  are 
not  trying  to  make  the  case  that  they  don't  have  to  file.  Don't  mis- 
understand us.  That  is  not  our  point. 

Our  point  is  that  as  a  result  of  the  reorganization — that  is  why 
I  asked  them  to  come  in — this  is  what  is  happening  now  in  rural 
Alaska.  The  machines  are  picking  up  this  gross  income  indication 
and  the  machines  are  sending  out  notices  of  taxes  that  are  due 
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based  upon  a  gross  analysis  of  the  value  of  the  fish  that  were 
caught,  and  these  people  are  faced  with  the  proposition  of  fighting 
the  IRS  over  the  concept  of  a  gross  assessment  of  taxes  that  is  ab- 
surd. This  was  more  than  10  times  the  final  amount  of  taxes  that 
were  owed,  and  the  final  cost  to  the  State  and  to  these  people  and 
to  Mr.  Carle  to  fight  that  is  just  overwhelming,  but  he  has  been 
fighting  machines,  John.  That  is  the  problem. 

I  hope  that  through  this  hearing,  we  understand  that  through 
the  modernization  program,  the  individual  American  is  going  to  be 
fighting  machines.  The  IRS  is  closing  down  its  manned  operations 
in  rural  America.  Now,  that  is  the  problem  that  I  am  trying  to 
highlight  by  these  people  being  here,  and  I  hope  that  as  we  go 
through  the  rest  of  this  testimony  people  understand  its  application 
right  down  to  an  individual. 

Sure,  he  was  wrong  not  to  file  his  tax  returns,  and  once  he  had 
knowledge  of  it,  as  I  understand  it,  he  tried  very  hard  to  do  that, 
but  he  is  fighting  the  IRS  because  the  machine  said  he  owed  a  lot 
more  taxes  than  he  did  and  it  has  put  him  in  a  place  where  he  al- 
most lost — he  did  lose  his  permit,  didn't  he,  but  you  all  have  gotten 
it  back  for  him? 

Mr.  Street.  I  hope  that  we  have  that  restored  for  him.  It  is  still 
yet  to  be  completed,  but  we  think  we  have  that  resolved. 

Chairman  STEVENS.  If  that  permit  is  sold  to  a  person  who  lives 
outside  of  the  region,  the  other  six  people  are  out  of  a  job. 

Mr.  Street.  That  is  correct. 

Chairman  Stevens.  Thank  you  very  much.  Do  you  have  any  fur- 
ther questions? 

Senator  GLENN.  No. 

Chairman  Stevens.  I  appreciate  your  coming.  It  is  a  long  way 
to  come  to  try  and  make  a  point  of  what  we  are  going  into  now. 

Mr.  Street.  Thank  you. 

Chairman  Stevens.  Now,  we  are  going  to  turn  to  the  Assistant 
Comptroller  General  for  Accounting  and  Information  Management 
of  the  GAO,  Gene  Dodaro,  who  has  appeared  before  us  many  times, 
accompanied  by  Dr.  Rona  Stillman,  Chief  Scientist  for  Computers 
and  Telecommunications,  of  GAO;  Gregory  Holloway,  the  Director 
of  Government- Wide  Audits;  and  Lynda  Willis,  Director  of  Tax  Pol- 
icy and  Administrative  Issues  of  GAO. 

Mr.  Dodaro,  I  assume  you  are  going  to  make  the  statement  for 
GAO  and  I  see  you  have  some  charts  here.  It  would  be  nice  if  we 
could  put  them  up  so  the  public  can  see  them. 

Mr.  Dodaro.  I  am  going  to  use  them  in  a  few  minutes. 

Chairman  Stevens.  All  right.  I  am  not  rushing  you. 

TESTIMONY  OF  GENE  L.  DODARO,  ASSISTANT  COMPTROLLER 
GENERAL,  ACCOUNTING  AND  INFORMATION  MANAGEMENT 
ISSUES,  U.S.  GENERAL  ACCOUNTING  OFFICE;  ACCOMPANIED 
BY  RONA  B.  STILLMAN,  CHIEF  SCIENTIST  FOR  COMPUTERS 
AND  TELECOMMUNICATIONS;  GREGORY  HOLLOWAY,  DIREC- 
TOR, GOVERNMENT-WIDE  AUDITS;  AND  LYNDA  WILLIS,  DI- 
RECTOR,  TAX  POLICY  AND  ADMINISTRATION  ISSUES,  GEN- 
ERAL GOVERNMENT  DIVISION 

Mr.  Dodaro.  Good  morning,  Mr.  Chairman  and  Senator  Glenn. 
We  are  pleased  to  be  here  today  to  talk  about  the  tax  system  mod- 
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ernization  efTort  at  the  Internal  Revenue  Service.  As  you  pointed 
out,  this  is  a  critical  effort  to  get  IRS  fully  into  the  information  age, 
and  also  represents  a  huge  investment  on  the  part  of  the  taxpayers' 
money. 

We  have  over  the  years  become  increasingly  concerned  about 
IRS'  management  of  the  program  and,  as  a  result,  in  February 
1995  put  the  tax  system  modernization  effort  on  GAO's  high-risk 
list.  Additionally,  last  spring  we  undertook  a  comprehensive  assess- 
ment to  try  to  find  out  exactly  what  the  full  range  of  problems  was 
with  the  modernization  effort  and  to  make  some  recommendations 
to  get  it  on  track. 

In  undertaking  this  evaluation,  we  used  the  best  practices  of 
leading  organizations  in  the  private  sector  and  public  sector  that 
have  successfully  managed  information  technology  initiatives.  In 
fact,  through  the  efforts  of  this  Committee,  many  of  these  best 
practices  from  our  research  have  been  embedded  into  law  with  re- 
cent changes  under  the  Paperwork  Reduction  Act,  and  also  the  re- 
cently passed  Information  Technology  Management  Reform  Act. 
We  also  used  some  industry  standards.  For  example,  we  used  the 
computer  maturity  model  developed  by  the  Software  Engineering 
Institute  (SEI)  at  Carnegie  Mellon  University. 

So  using  these  criteria  and  standards,  we  took  a  good  look  at 
IRS'  tax  system  modernization  effort  and,  in  July  1995,  issued  a  re- 
port. In  that  report,  we  talked  about  the  fact  that  IRS  had  some 
actions  underway  in  many  of  these  categories,  but  they  had  seri- 
ous, pervasive  management  and  technical  problems  with  their  mod- 
ernization effort  that  really  were  impeding  their  ability  to  make 
substantive  progress. 

In  that  report,  we  outlined  over  a  dozen  recommendations  to  IRS 
to  try  to  put  the  effort  on  a  good  track.  For  example,  we  rec- 
ommended that  they  revamp  their  business  strategy  for  electronic 
filing.  One  of  the  concerns  that  we  had  is,  according  to  IRS'  esti- 
mates, even  by  the  year  2001  only  about  17  percent  of  the  224  mil- 
lion tax  returns  that  are  filed  would  be  filed  electronically,  and  this 
would  be  after  the  expenditure  of  about  $8  billion  if  everything 
would  follow  through.  We  were  concerned  that  most  of  the  effort 
was  directed  toward  filing  through  third-party  preparers  and  there 
wasn't  enough  attention  given  to  allowing  people  individually  to  file 
directly  to  the  IRS. 

Additionally,  we  recommended  that  IRS  put  in  place  a  dis- 
ciplined investment  control  process  whereby  they  would  use  that  to 
select  modernization  projects,  monitor  and  control  their  use,  and 
evaluate  whether  or  not  they  were  actually  producing  the  benefits 
that  were  intended.  We  found  that  the  IRS  had  not  had  good  cost 
data  or  benefit  data  to  really  make  informed  decisions  about  the  in- 
vestments, and  so  we  made  recommendations  to  enhance  their  abil- 
ity to  do  that. 

We  also  recommended  that  the  IRS  put  in  place  an  intensive  ef- 
fort to  improve  their  software  development  capability.  When  we  as- 
sessed them  against  the  computer  maturity  model  of  the  Software 
Engineering  Institute — in  that  model  there  are  five  levels  of  matu- 
rity— IRS  was  at  the  first  level,  the  bottom  level,  the  initial  level. 
This  meant  that  their  ability  to  develop  software  was  immature, 
and  that  level  is  characterized  by  ad  hoc  and  chaotic  attempts. 
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whereas  the  success  of  the  individual  modernization  efforts  rehes 
on  the  individuals  involved  and  there  was  not  a  process  in  place 
that  was  a  repeatable  process  that  IRS  could  guarantee  they  would 
deliver  a  quality  software  product,  systems  to  run  the  machines, 
and  also  within  cost  and  on  time. 

Now,  what  I  want  to  illustrate  through  the  use  of  these  charts 
is  the  recent  experience  IRS  has  had  with  the  Cyberfile  project.  We 
believe  this  project  is  indicative  of  the  types  of  problems  that  IRS 
has  had  in  the  past  with  their  modernization  effort,  and  also  illus- 
trates what  can  happen  when  you  don't  have  a  disciplined  process 
in  place. 

The  Cyberfile  initiative  was  an  initiative  to  move  the  Internal 
Revenue  Service — put  them  in  a  position  to  allow  taxpayers  to  file 
their  returns  directly  fi-om  their  homes  via  file  transfers  through 
the  telephone  systems  or  through  the  Internet.  Now,  what  one 
would  expect  to  see  when  we  would  go  in  and  look  at  these  projects 
is  a  disciplined  process  according  to  this  first  chart,  which  shows 
that  you  define  your  requirements,  you  assess  your  risk,  you  design 
the  effort  to  address  those  risks,  develop  your  architecture.  You  de- 
velop it.  You  go  through  a  testing  process  that  is  rigorous.  Particu- 
larly in  the  case  of  IRS  when  there  is  concern  about  security  of  tax- 
payer data,  this  is  a  very  important  part  of  the  equation.  Also, 
then,  you  put  it  into  operation. 

In  December  we  came  across  the  Cyberfile  initiative  as  part  of 
our  ongoing  effort  to  monitor  the  tax  system  modernization  effort. 
What  we  found  is  something  very  different  than  this  disciplined 
process.  For  example,  IRS  had  launched  into  the  development 
stages.  They  had  not  had  requirements  definitions  in  place.  They 
did  not  have  a  security  policy  and  some  of  the  architecture  that 
would  be  needed. 

In  fact,  many  of  those  specific  prerequisites  to  a  good  develop- 
ment effort  were  not  going  to  be  prepared  until  after  the  system 
was  actually  in  operation.  IRS  had  planned  to  use  this  system  in 
an  operational  test  during  this  filing  season  and  we  were  concerned 
that  they  were  not  ready  to  do  so — particular  concerns  about  the 
adequacy  of  their  plans  to  protect  the  taxpayer  data,  particularly 
using  the  Internet  option. 

We  also  were  concerned  that  in  our  prior  report  we  had  rec- 
ommended that  if  IRS  used  contractors  that  they  be  at  least  at  a 
Level  2  stage,  according  to  the  SEI  criteria,  so  that  we  would  have 
more  guarantee  that  would  produce  a  good  product  on  time.  That 
did  not  happen  in  this  case,  as  well.  So  you  basically  have  a  proc- 
ess now  where  IRS  had  planned  to  go  into  operational  use  of  this 
option  during  the  filing  season  without  having  a  lot  of  the  nec- 
essary planning  in  place. 

Where  are  we  now  with  the  Cyberfile  project?  We  are  basically 
in  March.  We  still  do  not  have  a  lot  of  the  basis  requirements  ful- 
filled through  this  effort.  IRS  has  postponed  implementation  of 
this.  Our  understanding  is  that  it  won't  be  put  in  place  and  a  deci- 
sion made  until  after  April  15  this  year,  but  we  also  uncovered 
some  other  issues  that  emanated  fi-om  the  fact  that  a  good  manage- 
ment discipline  was  not  put  in  place. 

Two  weeks  ago,  we  walked  through  the  Cyberfile  data  center, 
which  was  the  center  that  would  be  used  to  process  this  informa- 
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tion,  and  we  found  quite  a  bit  of  problems  with  that  center  ranging 
from  the  physical  security — as  you  mentioned,  locks  were  not  in 
place,  mechanisms  were  not  there.  You  could  flip  the  lock  open 
with  your  finger.  Hinges  were  not  on  the  doors.  There  were  a  lot 
of  hazards  in  the  facility,  a  lot  of  combustible  materials  around. 
There  was  a  lot  of  dust  from  construction  around  at  a  time  when 
you  had  expensive  equipment  in  place.  We  were  concerned  that 
some  of  the  sprinklers  in  the  system  could  be  inadvertently  set  off, 
causing  a  flood  in  the  facility.  There  was  no  backup  plan  should  the 
power  be  put  out  in  the  facility. 

Basically,  what  we  found  were  49  specific  violations  of  normal, 
good  security  practice  in  a  1-hour  visit  through  the  data  center, 
and  this  again  illustrates  the  problems  that  can  occur  when  efforts 
are  made  to  put  systems  in  place  that  are  schedule-driven,  trying 
to  get  it  in  place  without  going  through  the  discipline  process. 
These  are  the  types  of  experiences  that  have  led  us  to  make  the 
recommendations  in  our  July  report  that  basically  IRS  put  in  place 
an  adequate  technical  and  managerial  foundation  to  manage  this 
effort  successfully.  Unless  that  foundation  is  put  in  place,  tax  sys- 
tem modernization  will  not  succeed. 

That  concludes  my  summary  comments  and  we  would  be  pleased 
to  take  any  questions. 

[The  prepared  statement  of  Mr.  Dodaro  follows:] 

PREPARED  STATEMENT  OF  GENE  L.  DODARO 

Mr.  Chairman  and  Members  of  the  Subcommittee  [sic]:  I  am  pleased  to  have  this 
opportunity  to  assist  in  your  review  of  the  Internal  Revenue  Service's  (IRS)  Tax  Sys- 
tems Modernization  (TSM).  Over  the  past  decade,  GAO  has  issued  several  reports 
and  testified  before  congressional  committees  on  IRS'  costs  and  difficulties  in  mod- 
ernizing its  information  systems.  As  a  critical  information  systems  project  that  is 
vulnerable  to  schedule  delays,  cost  over-runs,  and  potential  failure  to  meet  mission 
goals,  in  February  1995,  TSM  was  added  to  our  list  of  high-risk  areas.  ^ 

IRS  invested  about  $2.5  billion  in  TSM  from  1986  through  the  end  of  fiscal  year 
1995.  In  addition,  it  plans  to  spend  an  additional  $695  million  for  fiscal  year  1996 
for  this  effort,  and  through  2001,  it  is  expected  to  spend  up  to  $8  billion  on  TSM. 
By  any  measure,  this  is  a  world-class  information  systems  development  effort,  much 
larger  than  most  other  organizations  will  ever  undertake.  TSM  is  key  to  IRS'  vision 
of  a  virtually  paper-free  work  environment  where  taxpayer  account  updates  are 
rapid,  and  taxpayer  information  is  readily  available  to  IRS  employees  to  respond  to 
taxpayer  inquiries. 

IRS  recognizes  the  criticality  to  future  efficient  and  effective  operations  of  attain- 
ing its  vision  of  modernized  tax  processing,  and  has  worked  for  almost  a  decade, 
with  substantial  investment,  to  reach  this  goal.  In  doing  so,  IRS  has  progressed  in 
many  actions  that  were  initiated  to  improve  management  of  information  systems; 
enhance  its  software  development  capability;  and  better  define,  perform,  and  man- 
age TSM's  technical  activities.  However,  this  effort  to  modernize  tax  processing  is 
jeopardized  by  persistent  and  pervasive  management  and  technical  weaknesses. 

In  July  1995,  we  reported  on  these  weaknesses  and  made  over  a  dozen  specific 
recommendations  which  were  intended  to  correct  many  of  these  weaknesses  by  De- 
cember 31,  1995.2  jRS  has  initiated  some  activities  to  address  these  weaknesses. 
However,  as  we  reported  earlier  this  month,  none  of  these  activities,  either  individ- 
ually or  in  the  aggregate,  has  fully  satisfied  any  of  our  recommendations. ^  Further, 
ongoing  efforts  do  not  provide  enough  evidence  that  weaknesses  will  soon  be  cor- 
rected. As  a  result,  IRS  continues  with  plans  to  spend  billions  more  on  TSM  with 


>  High-Risk  Series:  An  Overview  (GAO/HR-95-1,  February  1995). 

^Tax  Systems  Modernization:  Management  and  Technical  Weaknesses  Must  Be  Corrected  If 
Modernization  Is  To  Succeed  (GAO/AIME>-95-156,  July  26.  1995). 

^Status  of  Tax  Systems  Modernization,  Tax  Delinquencies,  and  the  Potential  for  Return-free 
Filing  (GAOn'-GGD/AIMD-96-88,  March  14,  1996). 
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little  assurance  of  successfully  delivering  effective  systems  within  established  time- 
frames and  cost  figures. 

As  you  requested,  my  statement  today  will  address  (1)  IRS'  efforts  to  correct  man- 
agement and  technical  weaknesses  that  have  impeded  its  TSM  program  and  (2) 
analogous  technical  weaknesses  in  the  recent  Cyberfile  effort,  indicating  that  IRS 
is  continuing  to  risk  millions  of  dollars  in  undisciplined  systems  development. 
Cyberfile,  which  is  planned  to  allow  taxpayers  to  submit  their  returns  electronically 
from  personal  computers,  is  being  developed  for  the  IRS  by  the  Department  of  Com- 
merce's National  Technical  Information  Service  (NTIS)  at  an  estimated  cost  of  $22 
million. 

While  our  work  on  Cyberfile  in  response  to  the  Chairman's  February  1996  request 
is  still  continuing,  I  will  also  outline  some  contractual  issues  that  warrant  further 
review.  Additionally,  as  you  requested,  I  have  also  included  a  discussion  of  our  fiscal 
year  1994  financial  audit  of  the  IRS— our  most  recently  completed  audit. 

Pervasive  TSM  Management  and  Technical  Weaknesses  Have  Not  Been 

Corrected 

Modernizing  tax  processing  is  key  to  IRS'  vision  of  a  virtually  paper-free  work  en- 
vironment in  which  taxpayer  information  is  readily  available  to  IRS  employees  to 
update  taxpayer  accounts  and  respond  to  taxpayer  inquiries.  In  our  July  1995  re- 
port, we  emphasized  the  need  for  IRS  to  have  in  place  sound  management  and  tech- 
nical practices  to  increase  the  likelihood  that  TSM's  objectives  will  be  cost-effectively 
and  expeditiously  met.''  A  1996  National  Research  Council  report  on  TSM  has  a 
similar  message.^  Its  recommendations  parallel  the  recommendations  we  made  in- 
volving IRS'  (1)  business  strategy  to  reduce  reliance  on  paper,  (2)  strategic  informa- 
tion management  practices,  (3)  software  development  capabilities,  (4)  technical  in- 
frastructures, and  (5)  organizational  controls. 

The  Treasury,  Postal  Service  and  G^eneral  Government  Appropriations  Act,  1996 
"fences"  $100  milHon  in  TSM  funding  for  fiscal  year  1996  until  the  Secretary  of  the 
Treasury  reports  to  the  Senate  and  House  Appropriations  Committees  on  the 
progress  IRS  has  made  in  responding  to  our  recommendations  with  a  schedule  for 
successfully  mitigating  deficiencies  we  reported.^  The  conference  report  on  the  act 
directed  that  GAO  assess  for  the  Committee  the  status  of  IRS'  corrective  actions.'^ 
As  of  March  22,  1996,  the  Secretary  of  the  Treasury  had  not  submitted  a  report  re- 
sponding to  our  recommendations  to  the  Committees. 

In  our  July  report,  we  analyzed  IRS'  strategic  information  management  practices, 
drawing  heavily  from  our  research  on  the  best  practices  of  private  and  public  sector 
organizations  that  have  been  successful  in  improving  their  performance  through 
strategic  information  management  and  technology.  These  fundamental  best  prac- 
tices are  discussed  in  our  report  Executive  Guide:  Improving  Mission  Performance 
Through  Strategic  Information  Management  and  Technology  (GAO/AIMD-94-115, 
May  1994),  and  our  Strategic  Information  Management  (SIM)  Self-Assessment  Tool- 
kit (GAOA^ersion  1.0,  October  28,  1994,  exposure  draft).  In  this  regard,  our  work 
in  this  area  has  been  of  particular  interest  to  this  Committee  in  its  recent  efforts 
to  reauthorize  the  Paperwork  Reduction  Act  and  initiate  the  Information  Technology 
Management  Reform  Act  to  require  Federal  agencies  to  use  these  modern  manage- 
ment practices  to  improve  the  Federal  Government's  efforts  to  successfully  use  infor- 
mation technology  to  enhance  its  performance  and  reduce  costs. 

To  evaluate  IRS'  software  development  capability,  we  validated  IRS'  August  1993 
assessment  of  its  software  development  maturity  based  on  the  Capability  Maturity 
Model  (CMM)  developed  in  1984  by  Carnegie  Mellon  University's  Software  Engi- 
neering Institute,  a  nationally  recognized  authority  in  the  area.  This  model  estab- 
lishes standards  in  key  software  development  processing  areas  (i.e.,  requirements 
management,  project  planning,  project  tracking  and  oversight,  configuration  man- 
agement, quality  assurance,  and  subcontractor  management)  and  provides  a  frame- 
work to  evaluate  a  software  organization's  capability  to  consistently  and  predictably 
produce  high-quality  products. 

When  we  briefed  the  IRS  Commissioner  in  April  1995  and  issued  our  report  docu- 
menting its  weaknesses  in  July  1995,  IRS  agreed  with  our  recommendations  to 
make  corrections  expeditiously.  At  that  time,  we  considered  IRS'  response  to  be  a 
commitment  to  correct  its  management  and  technical  weaknesses.  In  September 


"  GAO/AIMD-95-156,  July  26,  1995. 

^  Continued  Review  of  the  Tax  Systems  Modernization  of  the  Internal  Revenue  Service — Final 
Report,  Computer  Science  and  Telecommunications  Board,  National  Research  Council,  1996. 
*  Public  Law  104-52,  11-19-95. 
•'H.R.  Report  No.  291,  104th  Cong.,  1st  Session  (1995). 
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1995,  IRS  submitted  an  action  plan  to  the  Congress  explaining  how  it  planned  to 
address  our  recommendations.  However,  this  plan,  follow-up  meetings  with  senior 
IRS  officials,  and  other  draft  and  "preliminary  draft"  documents  received  through 
early  March  1996  have  provided  little  tangible  evidence  that  actions  being  taken 
will  correct  the  pervasive  management  and  technical  weaknesses  that  continue  to 
place  TSM,  and  the  huge  investment  it  represents,  at  risk. 

Our  ongoing  assessment  has  found  that  IRS  has  initiated  a  number  of  activities 
and  made  some  progress  in  addressing  our  recommendations  to  improve  manage- 
ment of  information  systems;  enhance  its  software  development  capability;  and  bet- 
ter define,  perform,  and  manage  TSM's  technical  activities.  However,  none  of  these 
steps  has  fully  satisfied  any  of  our  recommendations.  Consequently,  IRS  today  is  not 
in  an  appreciably  better  position  than  it  was  a  year  ago  to  ensure  the  Congress  that 
it  will  spend  its  1996  and  future  TSM  appropriations  judiciously  and  effectively. 

IRS  Still  Does  Not  Have  A  Comprehensive  Strategy  to  Maximize  Electronic  Filings 
We  reported  that  IRS  was  drowning  in  paper — a  serious  problem  IRS  can  mitigate 
only  through  electronic  tax  filings.  We  noted  that  IRS  would  not  achieve  the  full 
benefits  that  electronic  filing  can  provide  because  it  did  not  have  a  comprehensive 
business  strategy  to  reach  or  exceed  its  electronic  filing  goal,  which  was  80  million 
electronic  filings  by  2001.  IRS'  estimates  and  projections  for  individual  and  business 
returns  suggested  that,  by  2001,  as  few  as  39  million  returns  may  be  submitted 
electronically,  less  than  half  of  IRS'  goal  and  only  about  17  percent  of  all  returns 
expected  to  be  filed. 

We  reported  that  IRS'  business  strategy  would  not  maximize  electronic  filings  be- 
cause it  primarily  targeted  taxpayers  who  use  a  third  party  to  prepare  and/or  trans- 
mit simple  returns,  are  willing  to  pay  a  fee  to  file  their  returns  electronically,  and 
are  expecting  refunds.  Focusing  on  this  limited  taxpaying  population  overlooked 
most  taxpayers,  including  those  who  prepare  their  own  tax  returns  using  personal 
computers,  have  more  complicated  returns,  owe  tax  balances,  and/or  are  not  willing 
to  pay  a  fee  to  a  third  party  to  file  a  return  electronically. 

We  concluded  that,  without  a  strategy  that  also  targets  these  taxpayers,  IRS 
would  not  meet  its  electronic  filing  goals  or  realize  its  paperless  tax  processing  vi- 
sion. In  addition,  if,  in  the  future,  taxpayers  file  more  paper  returns  than  IRS  ex- 
pects, added  stress  will  be  placed  on  IRS'  paper-based  systems.  Accordingly,  we  rec- 
ommended that  IRS 

refocus  its  electronic  filing  business  strategy  to  target,  through  aggressive 
marketing  and  education,  those  sectors  of  the  taxpaying  population  that 
can  file  electronically  most  cost-beneficially. 

IRS  agreed  with  this  recommendation  and  said  that  it  had  convened  a  working 
group  to  develop  a  detailed,  comprehensive  strategy  to  broaden  public  access  to  elec- 
tronic filing,  while  also  providing  more  incentives  for  practitioners  and  the  public 
to  file  electronically.  It  said  that  the  strategy  would  include  approaches  for  tax- 
payers who  are  unwilling  to  pay  for  tax  preparer  and  transmitter  services,  who  owe 
IRS  for  balances  due,  and/or  who  file  complex  tax  returns.  IRS  said  further  that  the 
strategy  would  address  that  segment  of  the  taxpaying  population  that  would  prefer 
to  file  from  home,  using  personal  computers. 

Since  then,  IRS  has  performed  an  electronic  filing  marketing  analysis  at  local  lev- 
els; developed  a  marketing  plan  to  promote  electronic  filing;  consolidated  21  elec- 
tronic filing  initiatives  into  its  Electronic  Filing  Strategies  portfolio;  and  initiated 
a  reengineering  project  to  begin  this  month  with  a  goal  to  reduce  paper  tax  return 
filings  to  20  percent  or  less  of  the  total  volume  by  2000.  These  initiatives  could  re- 
sult in  future  progress  toward  increasing  electronic  filings.  However,  these  initia- 
tives have  yet  to  culminate  in  a  comprehensive  strategy  that  identifies  how  IRS 
plans  to  target  those  sectors  of  the  taxpaying  population  that  can  file  electronically 
most  cost-beneficially,  and  what  efforts  it  will  make  to  develop  requisite  supporting 
systems. 

IRS'  Strategic  Information  Management  Practices  Remain  Ineffective 

We  reported  that  IRS  did  not  have  strategic  information  management  practices 
in  place.  We  found,  for  example,  that,  despite  the  billions  of  dollars  at  stake,  infor- 
mation systems  were  not  managed  as  investments.  To  overcome  this,  and  provide 
the  Congress  with  insight  needed  to  assess  IRS'  priorities  and  rationalization  for 
TSM  projects,  we  recommended  that  the  IRS  Commiseioner 

take  immediate  action  to  implement  a  complete  process  for  selecting, 
prioritizing,  controlling,  and  evaluating  the  progress  and  performance  of  all 
major  information  systems  investments,  both  new  and  ongoing,  including 
explicit  decision  criteria,  and 
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using  these  criteria,  to  review  all  planned  and  ongoing  systems  investments 
by  June  30,  1995. 

In  agreeing  with  these  recommendations,  IRS  said  it  would  take  a  number  of  ac- 
tions to  provide  the  underpinning  it  needs  for  strategic  information  management. 
IRS  said,  for  example,  that  it  was  developing  and  implementing  a  process  to  select, 
prioritize,  control,  and  evaluate  information  technology  investments  to  achieve  re- 
engineered  program  missions. 

Since  then,  IRS  has  taken  steps  towards  putting  into  place  a  process  for  manag- 
ing its  extensive  investments  in  information  systems.  For  example,  IRS  has  created 
the  executive-level  Investment  Review  Board  for  selecting,  controlling,  and  evaluat- 
ing all  information  technology  investments;  developed  initial  and  revised  sets  of  de- 
cision criteria  that  it  used  last  summer  to  rank  and  prioritize  TSM  projects  and 
used  it  in  November  1995  to  recommend  additional  changes  to  information  systems 
resource  allocations,  respectively;  developed  its  Investment  Evaluation  Handbook 
and  Business  Case  Handbook  to  strengthen  management  decision-making  on  sys- 
tems investments;  and  is  using  the  Investment  Evaluation  Handbook  to  review 
operational  TSM  projects. 

Although  these  steps  represent  some  progress  in  responding  to  our  concerns,  IRS 
has  not  demonstrated  that  it  is  following  a  well-defined,  consistent,  and  repeatable 
information  technology  investment  decision-making  process  for  selecting,  controlling, 
and  evaluating  its  information  technology  initiatives  and  projects.  In  particular, 
working  procedures,  required  decision  documents,  decision  criteria,  and  reliable  cost, 
benefit  and  return  data  needed  for  an  investment  process  are  not  complete.  IRS  has 
not  provided  evidence  to  demonstrate  how  analyses  are  being  conducted  on  all  sys- 
tems investments  using  such  data  as  expected  improvement  in  mission  performance, 
costs  to  date,  technical  soundness,  or  pilot  performance.  Instead,  IRS  operates  on 
the  assumption  that  it  will  receive  a  specified  funding  ceiling  for  systems  develop- 
ment and  technology,  and  then  determines  how  much  funding  can  be  eliminated 
from  projects  in  order  to  lower  overall  modernization  costs  to  that  level. 

Over  the  last  few  months,  we  have  communicated  several  concerns  to  IRS  about 
weaknesses  with  its  current  investment  process  that  continue  to  raise  risks  and 
erode  confidence  in  the  quality  of  decisions  being  made  about  TSM  investments. 
These  include: 

— the  absence  of  initial  screening  criteria  to  determine  if  IRS  has  developed  suffi- 
cient data  about  an  information  technology  project — such  as  benefit-cost  analy- 
ses, proposed  return-on-investment  calculations,  and  an  accepted  return  on  in- 
vestment threshold  level  used  as  a  decisional  cut-off  point — in  order  for  the  in- 
vestment review  board  to  reach  an  informed  funding  decision; 

— the  lack  of  analysis  and  trade-offs  being  made  among  all  proposed  information 
technology  investments  as  a  single  portfolio — such  as  spending  on  legacy,  infra- 
structure, and  proposed  modernization  projects — in  order  to  fully  justify  a  rank- 
ing and  prioritization  of  modernization  efforts;  and 

— the  lack  of  mechanisms  to  assure  that  the  results  of  IRS'  investment  evaluation 
reviews,  such  as  that  recently  completed  on  the  Service  Center  Recognition/ 
Image  Processing  System,  are  being  used  to  modify  selection  and  control  deci- 
sion-making processes  or  to  change  funding  decisions  for  projects. 

Software  Development  Activities  Are  Still  Inconsistent  and  Poorly  Controlled 

We  reported  that  unless  IRS  improves  its  software  development  capability,  it  is 
unlikely  to  build  TSM  timely  or  economically,  and  systems  are  unlikely  to  perform 
as  intended.  To  assess  its  software  capability,  in  September  1993,  IRS  rated  itself 
using  the  Software  Engineering  Institute's  CMM.  IRS  found  that,  even  though  TSM 
is  a  world-class  undertaking,  its  software  development  capability  was  immature. 

IRS  placed  its  software  development  capability  at  the  lowest  level,  described  as 
ad  hoc  and  sometimes  chaotic  and  indicating  significant  weaknesses  in  its  software 
development  capability.  Our  review  also  found  that  IRS'  software  development  capa- 
bility was  immature  and  was  weak  in  key  process  areas.  For  instance, 

— a  disciplined  process  to  manage  system  requirements  was  not  being  applied  to 
TSM  systems, 

— a  software  tool  for  planning  and  tracking  development  projects  was  not  consist- 
ently used, 

— software  quality  assurance  functions  were  not  well  defined  or  consistently  im- 
plemented, 

— systems  and  acceptance  testing  were  neither  well  defined  nor  required,  and 
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— software  configuration  management®  was  incomplete. 

To  address  IRS'  software  development  weaknesses  and  upgrade  IRS'  software  de- 
velopment capabilities,  we  recommended  that  the  IRS  Commissioner 

immediately  require  that  all  future  contractors  who  develop  software  for 
the  agency  have  a  software  development  capability  rating  of  at  least  CMM 
Level  2,9  and 

before  December  31,  1995, 

define,  implement,  and  enforce  a  consistent  set  of  requirements  manage- 
ment procedures  for  all  TSM  projects  that  goes  beyond  IRS'  current  request 
for  information  services  process,  and  for  soflrware  quality  assurance,  soft- 
ware configuration  management,  and  project  planning  and  tracking;  and 

define  and  implement  a  set  of  software  development  metrics  to  measure 
software  attributes  related  to  business  goals. 

IRS  agreed  with  these  recommendations  and  said  that  it  was  committed  to  devel- 
oping consistent  procedures  addressing  requirements  management,  software  quality 
assurance,  software  configuration  management,  and  project  planning  and  tracking. 
Regarding  metrics,  IRS  said  that  it  was  developing  a  comprehensive  measurement 
plan  to  link  process  outputs  to  external  requirements,  corporate  goals,  and  recog- 
nized industry  standards. 

Specifically  regarding  the  first  recommendation,  IRS  has  (1)  developed  standard 
wording  for  use  in  new  and  existing  contracts  that  have  a  significant  software  devel- 
opment component,  requiring  that  all  software  development  be  done  by  an  organiza- 
tion that  is  at  CMM  Level  2,  (2)  developed  a  plan  for  achieving  CMM  Level  2  capa- 
bility on  all  of  its  contracts,  and  (3)  initiated  plans  for  acquiring  expertise  for  con- 
ducting CMM-based  software  capability  evaluations  of  contractors  and  has  des- 
ignated personnel  to  perform  these  evaluations.  We  found,  however,  no  evidence 
that  all  contractors  developing  software  for  the  agency  are  being  required  to  develop 
it  at  CMM  Level  2.  For  example,  our  review  of  the  Cyberfile  electronic  filing  system 
being  developed  by  NTIS  and  contractors  found  that  the  system  was  not  being  de- 
veloped at  CMM  Level  2. 

With  respect  to  the  second  recommendation,  IRS  is  updating  three  software  devel- 
opment lifecycle  methodologies,  developed  a  draft  quality  audit  procedures  hand- 
book, updated  its  requirements  management  request  for  information  services  docu- 
ment, and  developed  and  implemented  a  requirements  management  course.  IRS  also 
evaluated  its  current  contractor  management  processes,  compared  these  processes 
to  the  CMM  goals,  and  is  considering  improvement  activities. 

However,  to  progress  towards  CMM  Level  2,  IRS  must  do  a  better  job  to  define 
and  implement  detailed  procedures  for  the  key  process  areas  and  allocate  the  nec- 
essary resources.  Until  this  occurs,  IRS  software  development  projects  will  continue 
to  be  built  using  ad-hoc  and  chaotic  processes  that  offer  no  assurance  of  successful 
delivery. 

Since  our  review  IRS  has  also  started  a  three-phase  process  to  (1)  identify  data 
sources  for  metrics,  (2)  define  metrics  to  be  used,  and  (3)  implement  the  metrics. 
According  to  IRS,  although  phase  one  has  been  completed,  no  metrics  have  been  de- 
fined, and  implementation  is  currently  planned  for  sometime  between  June  1996 
and  January  1997.  In  this  regard,  although  IRS  has  begun  to  act  on  our  rec- 
ommendations, systems  are  still  being  developed  without  the  data  and  discipline 
needed  to  give  management  assurance  that  they  will  perform  as  intended. 

Systems  Architectures,  Integration,  and  Testing  Continue  to  Be  Inadequate 

We  reported  that  IRS'  systems  architectures, ^°  integration  planning,  and  system 
testing  and  test  planning  were  incomplete.  To  address  IRS'  technical  infrastructure 
weaknesses,  we  recommended  that  the  IRS  Commissioner 


^Configuration  management  involves  selecting  project  baseline  items  (e.g.,  specifications),  sys- 
tematically controlling  these  items  and  changes  to  them,  and  recording  their  status  and 
changes. 

^The  Software  Engineering  Institute  at  Carnegie  Mellon  University  has  developed  a  model, 
the  Software  Capability  Maturity  Model  (CMM),  to  evaluate  an  organization's  software  develop- 
ment capability.  CMM  Level  2  denotes  that  basic  project  management  processes  are  established 
to  track  cost,  schedule,  and  functionality  and  the  necessary  process  discipline  is  in  place  to  re- 
peat earlier  successes  on  similar  projects. 

i°A  system  architecture  is  an  evolving  description  of  an  approach  to  achieving  a  desired  mis- 
sion. It  describes  (1)  all  functional  activities  to  be  performed  to  achieve  the  desired  mission,  (2) 
the  system  elements  needed  to  perform  the  functions,  (3)  the  designation  of  performance  levels 
of  those  system  elements,  and  (4)  the  technologies,  interfaces,  and  location  of  functions. 
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before  December  31,  1995, 
complete    an    integrated    systems    architecture,    including   security,    tele- 
communications, network  management,  and  data  management; 
institutionalize  formal  configuration  management  for  all  newly  approved 
projects  and  upgrades  and  develop  a  plan  to  bring  ongoing  projects  under 
formal  configuration  management; 

develop  security  concept  of  operations,  disaster  recovery,  and  contingency 
plans  for  the  modernization  vision  and  ensure  that  these  requirements  are 
addressed  when  developing  information  system  projects; 
develop  a  testing  and  evaluation  master  plan  for  the  modernization; 
establish  an  integration  testing  and  control  facility;  and 
complete  the  modernization  integration  plan  and  ensure  that  projects  are 
monitored  for  compliance  with  modernization  architectures. 

IRS  agreed  with  these  recommendations  and  said  that  it  was  identifying  the  nec- 
essary actions  to  define  and  enforce  systems  development  standards  and  architec- 
tures agencywide.  IRS'  current  efforts  in  this  area  follow: 

— IRS  is  developing  a  "descriptive  overview"  of  an  integrated  systems  architec- 
ture, which,  for  example,  includes  a  security  architecture  chapter.  A  draft  of  the 
descriptive  overview  is  due  in  April  1996  and  an  executive  summary  is  due  in 
mid-March. 

— IRS  has  developed  and  distributed  a  Configuration  Management  Plan  template, 
which  identifies  the  elements  needed  when  constructing  a  configuration  man- 
agement plan,  and  established  a  charter  for  its  Configuration  Management 
branch. 

— IRS  has  prepared  a  security  concept  of  operations  and  a  disaster  recovery  and 
contingency  plan. 

— IRS  has  developed  a  test  and  evaluation  master  plan  for  TSM. 

— IRS  is  in  the  process  of  establishing  an  interim  integration  testing  and  control 
facility  but  has  not  determined  an  initial  operating  date.  It  is  also  planning  a 
permanent  integration  testing  and  control  facility,  scheduled  to  be  completed  by 
the  end  of  1996. 

— IRS  has  completed  an  informal  draft  of  its  TSM  Release  Definition  Document 
and  a  draft  of  its  Modernization  Integration  Plan. 

These  activities  start  to  address  our  recommendations.  However,  they  do  not  fully 
satisfy  any  of  our  recommendations  for  the  following  reasons. 

First,  IRS  has  not  completed  an  integrated  systems  architecture  (the  "blueprints" 
of  TSM),  and  no  evidence  has  been  provided  to  suggest  that  it  will  have  one  in  the 
foreseeable  future.  The  draft  architecture  documents  received  are  high-level  descrip- 
tions that  fall  far  short  of  the  level  of  detail  needed  to  provide  effective  guidance 
in  designing  and  building  systems.  For  example,  IRS'  concept  of  a  three-tier,  distrib- 
uted architecture  does  not  provide  sufficient  detail  to  understand  the  security  re- 
quirements and  implications.  It  does  not,  for  instance,  specify  what  security  mecha- 
nisms are  to  be  implemented  between  and  among  the  three  tiers  to  ensure  that  only 
properly  authorized  users  are  allowed  to  access  tax  processing  application  software 
and  taxpayer  data. 

Second,  IRS  has  not  brought  its  development,  acceptance,  and  production  environ- 
ments under  configuration  management  control.  For  example,  there  is  no  disciplined 
process  for  moving  software  from  the  test  to  the  production  environment. 

Third,  our  review  of  the  security  concept  of  operations  found  that  the  document 
does  not  identify  selected  security  methods  and  techniques.  For  example,  it  dis- 
cusses two  methods  for  providing  identification  and  authentication  for  controlling 
user  access  to  various  systems  without  specifying  which  method  should  be  used.  The 
security  concept  of  operations  is  also  sometimes  inconsistent  with  the  security  mech- 
anisms currently  being  implemented  on  systems  now  being  developed  and  does  not 
indicate  how,  when,  or  if  these  inconsistencies  will  be  resolved. 

Fourth,  IRS'  disaster  recovery  and  contingency  plan  is  a  high-level  document  for 
planning  that  presents  basic  tenets  for  information  technology  disaster  recovery  but 
not  the  detail  needed  to  provide  guidance.  For  example,  it  does  not  explain  the  steps 
that  computing  centers  need  to  take  to  absorb  the  workload  of  a  center  that  suffers 
a  disaster. 

Fifth,  the  test  and  evaluation  master  plan  provides  the  guidance  needed  to  ensure 
sufficient  developmental  and  operational  testing  of  TSM.  However,  it  does  not  de- 
scribe what  security  testing  should  be  performed,  or  how  these  tests  should  be  con- 
ducted. Further,  it  does  not  specify  the  responsibilities  and  processes  for  document- 
ing, monitoring,  and  correcting  testing  and  integration  errors. 
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Sixth,  the  plans  for  IRS'  integration  testing  and  control  facility  are  inadequate. 
The  purpose  of  an  off-line  test  site  is  to  provide  a  safe,  controlled  environment  for 
testing  that  realistically  simulates  the  production  environment.  This  permits  new 
hardware  and  software  to  be  thoroughly  tested  without  putting  IRS  operations  and 
service  to  taxpayers  at  risk.  However,  current  plans  for  the  facility  do  not  provide 
for  the  testing  of  all  IRS  software  prior  to  nationwide  delivery.  It  is  unclear  why 
this  position  has  been  taken  or  how  difficult  and  expensive  it  will  be  to  make  the 
modifications  needed  to  enable  the  facility  to  effectively'  replicate  its  operational  en- 
vironment. 

Finally,  IRS'  draft  TSM  Release  Definition  Document  and  Modernization  Integra- 
tion Plan  have  not  been  finalized.  In  addition,  they  (1)  do  not  reflect  TSM  rescoping 
and  the  information  systems  reorganization  under  the  Associate  Commissioner,  (2) 
do  not  provide  clear  and  concise  links  to  other  key  documents  (e.g.,  its  integrated 
systems  architecture,  business  master  plan,  concept  of  operations,  and  budget),  and 
(3)  assume  that  IRS  has  critical  processes  in  place  that  are  not  implemented  (e.g., 
effective  quality  assurance  and  disciplined  configuration  management). 

No  Single  Entity  Controls  All  Information  Systems  Efforts 

We  reported  that  IRS  had  not  established  an  effective  organizational  structure  to 
consistently  manage  and  control  systems  modernization  organizationwide.  The  ac- 
countability and  responsibility  for  IRS'  systems  development  was  spread  among  IRS' 
Modernization  Executive,  Chief  Information  Officer,  and  research  and  development 
division.  To  help  address  this  concern,  in  May  1995,  the  Modernization  Executive 
was  named  Associate  Commissioner.  The  Associate  Commissioner  was  to  manage 
and  control  systems  development  efforts  previously  conducted  by  the  Modernization 
Executive  and  the  Chief  Information  Officer. 

In  September  1995,  the  Associate  Commissioner  for  Modernization  assumed  re- 
sponsibility for  the  formulation,  allocation,  and  management  of  all  information  sys- 
tems resources  for  both  TSM  and  non-TSM  expenditures.  In  February  1996,  IRS  is- 
sued a  Memorandum  of  Understanding  providing  guidance  for  initiating  and  con- 
ducting technology  research  and  for  transitioning  technology  research  initiatives 
into  system  development  projects. 

It  is  important  that  IRS  maintain  an  organizationwide  focus  to  manage  and  con- 
trol all  new  modernization  systems  and  all  upgrades  and  replacements  of  oper- 
ational systems  throughout  IRS.  To  fully  strengthen  systems  development  account- 
ability and  responsibility,  we  recommended  that  the  IRS  Commissioner 

give  the  Associate  Commissioner  management  and  control  responsibility  for 
all  systems  development  activities,  including  those  of  IRS'  research  and  de- 
velopment division. 

We  are  concerned  that  IRS  still  has  not  established  an  organizationwide  focus  to 
consistently  manage  and  control  information  systems.  Specifically,  we  have  seen  no 
evidence  that  systems  development,  upgrades,  and  replacements  at  IRS  field  loca- 
tions are  being  controlled  by  the  Associate  Commissioner.  Although  the  Associate 
Commissioner  was  given  authority  for  the  formulation,  allocation,  and  management 
of  all  information  systems  resources  for  TSM  and  non-TSM  systems,  the  research 
and  development  division  still  retains  approval  authority  for  initiating  technology 
research  projects  and  for  conducting  proof-of-concept  systems  prototypes.  It  is  un- 
clear whether  the  building  processes  and  budget  used  for  these  systems  develop- 
ment areas  are  controlled  by  the  Associate  Commissioner. 

Again,  despite  some  improvements  in  consolidating  management  control  over  sys- 
tems development,  IRS  still  does  not  have  a  single  entity  with  the  responsibility  and 
authority  to  control  all  of  its  information  systems  projects. 

Cyberfile  Development  Exhibits  Many  of  the  Same  Technical  Weaknesses 

Identified  in  TSM 

IRS  began  developing  Cyberfile  in  mid- 1995  to  allow  taxpayers  to  prepare  and 
electronically  submit  their  tax  returns  using  their  personal  computers  without  hav- 
ing to  pay  a  transmission  fee.  NTIS  through  an  interagency  agreement  with  IRS  is 
developing  and  planning  to  operate  Cyberfile  in  a  new  NTIS  data  center.  Cyberfile 
is  planned  to  accept  tax  returns  submitted  via  the  public  switch  telephone  network 
and  the  Internet.  When  tax  returns  are  accepted  by  Cyberfile,  they  will  be  for- 
warded to  designated  IRS  Service  Centers. 

In  December  1995,  we  briefed  the  IRS  Commissioner  on  the  risks  associated  with 
using  Cyberfile.  At  that  time,  Cyberfile  development  was  scheduled  for  limited  oper- 
ational use  by  a  selected  population  of  taxpayers  in  February  1996.  Earlier  this 
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month,  IRS  decided  to  delay  Cyberfile  operations  to  an  unspecified  date  after  April 
15,  1996. 

Our  review  of  the  Cyberfile  development  reflects  many  of  the  management  and 
technical  weaknesses  we  identified  in  our  July  1995  report.  Specifically,  Cyberfile 
is  not  being  developed  (1)  using  disciplined  systems  development  processes  and  (2) 
to  provide  the  security  needed  to  protect  taxpayer  data. 

Disciplined  Systems  Development  Processes  Not  Used 

To  increase  the  likelihood  of  successful  systems  development  efforts,  our  July 
1995  report  recommended  that  IRS  require  that  all  systems  procured  from  contrac- 
tors be  built  using  disciplined,  repeatable  CMM  Level  2  processes  as  defined  by  the 
Software  Engineering  Institute.  Although  IRS  agreed  with  this  recommendation,  it 
did  not  stipulate  these  requirements  for  Cyberfile. 

As  a  result,  by  February  29,  1996,  IRS  had  committed  about  $17  million  to  NTIS 
to  acquire  hardware,  software,  and  telecommunications  services  for  Cyberfile  and 
NTIS  had  obligated  $11.7  million,  but  the  Cyberfile  system  development  effort  ex- 
hibited many  of  the  same  technical  weaknesses  that  we  found  in  TSM.  Because  IRS 
did  not  require  that  contractors  use  at  least  CMM  Level  2's  disciplined  software  de- 
velopment processes,  there  was  little  assurance  that  Cyberfile  would  perform  as  in- 
tended and  would  be  delivered  on  time  and  within  budget. 

Because  these  disciplined  processes  were  not  established  for  Cyberfile's  develop- 
ment, the  following  are  examples  of  the  weakness  that  occurred. 

(1)  There  is  no  formal  process  in  place  to  define,  manage,  and  control  Cyberfile 
requirements. 

(2)  Key  planning  documents,  such  as  a  detailed  business  plan,  security  architec- 
ture, and  concept  of  operations,  have  not  been  completed. 

(3)  IRS  did  not  perform  an  alternatives  analysis  to  identify  various  feasible  solu- 
tions and  their  associated  costs  and  benefits. 

(4)  IRS  did  not  perform  a  thorough  risk  analyses  to  determine  the  severity  of 
vulnerabilities  and  the  costs  associated  with  mitigating  these  vulnerabilities. 

(5)  We  were  provided  no  evidence  that  IRS  followed  our  recommendation  to  use 
formal  methods  or  tools  to  either  estimate,  plan,  or  track  this  TSM  develop- 
ment activity.  As  a  result,  estimates  of  Cyberfile  cost,  performance,  and  sched- 
ule are  not  based  on  objective,  explicit  source  data,  established  methodology, 
or  documented  rationale. 

In  addition,  we  found  that  Cyberfile  project  planning  was  schedule,  rather  than 
event,  driven.  For  example,  IRS  planned  to  make  a  decision  on  operating  Cyberfile 
as  early  in  this  tax  filing  season  as  January  1996,  even  though  key  requirements 
and  design  prerequisites  like  a  security  policy,  security  architecture,  test  plans,  and 
penetration  testing^^  had  not  yet  been  completed. 

IRS'  reasons  for  continuing  plans  to  operate  Cyberfile  during  the  current  tax  filing 
season  are  unclear.  A  November  1995,  market  study  performed  for  IRS  projected 
that  of  an  estimated  4  million  taxpayers  who  would  be  eligible  for  the  Cyberfile 
project,  10,000  to  25,000  taxpayers  would  likely  have  used  Cyberfile  if  it  had  been 
operational  throughout  the  current  tax  filing  season.  Because  operations  have  been 
delayed  beyond  April  15,  it  is  unclear  what  benefits  IRS  expects  to  be  derived  from 
rushing  to  operate  Cyberfile  this  year.  In  this  regard,  IRS'  market  study  noted  that 
past  patterns  of  electronic  filings  have  shown  that,  very  few  taxpayers  file  electroni- 
cally after  April  15. 

Cyberfile  Security  is  Inadequate 

System  security  requirements  provide  systems  developers  with  the  "blueprints" 
needed  to  ensure  that  systems  being  developed  will  adequately  protect  the  data  and 
access  to  the  data.  Our  July  1995  recommendations  were  intended  to  ensure  that 
security  requirements  for  sensitive  systems  like  Cyberfile  would  be  addressed. 

Federal  Information  Processing  Standards  define  among  other  things,  approved 
techniques  that  can  be  used  to  authenticate  users  and  ensure  data  privacy,  integ- 
rity, and  nonrepudiation.i2  In  an  April  1995  proposal  from  NTIS  to  IRS  to  conduct 
an  analysis  and  feasibility  study,  these  security  requirements  were  identified  at  a 
conceptual  level.  However,  subsequent  system  documentation  and  action  taken  did 
not  address  these  issues  in  accordance  with  Federal  Information  Processing  Stand- 
ards. For  instance,  the  April  1995  proposal  cited  the  requirement  for  a  digital  signa- 


ls Penetration  testing  is  a  testing  activity  that,  by  attempting  to  break  into  a  computer  net- 
work or  system  exposes  security  flaws  and  weaknesses. 

12  In  a  system  that  ensures  nonrepudiation,  effective  controls  are  in  place  to  preclude  users 
from  later  den)ring  that  they  sent  the  signed  messages. 
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ture,  but  succeeding  documentation  describes  a  system  using  a  personal  electronic 
filing  number,  which  will  not  ensure  data  integrity  or  non-repudiation.  We  were  pro- 
vided no  documented  rationale  for  these  changes  in  requirements,  or  for  other  secu- 
rity related  decisions,  such  as  the  choice  of  encryption  approaches ^^  and  security 
products  like  fire  walls,  i'* 

Significant  Physical  Security  Risks  Exist  for  Cyberfile 

On  March  12,  1996,  we  toured  and  assessed  Cyberfile's  data  center,  which  accord- 
ing to  data  center  management  was  scheduled  to  be  operationally  ready  on  March 
19,  1996.  Our  review  of  7  functional  areas  found  that  many  controls,  which  should 
have  been  in  place  by  this  time  to  mitigate  security-related  risks,  were  not.  Specifi- 
cally, we  reviewed  (1)  data  center  operations,  (2)  physical  security,  (3)  data  commu- 
nications management,  (4)  disaster  recovery,  (5)  contingency  planning,  (6)  risk  anal- 
ysis, and  (7)  security  awareness.  We  found  weaknesses  in  all  seven  areas. 

DATA  CENTER  OPERATIONS 

Effective  data  center  operations  include  strong  operational  security  safeguards  to 
assure  the  continuity  of  operations.  We  found  17  operational  security  weaknesses 
in  a  dusty  construction  environment  that  place  the  equipment  at  operational  risk. 
The  following  are  examples  of  these  weaknesses. 

— Large  amounts  of  combustible  materials  were  found  adjacent  to  and  inside  the 
data  center.  Paper  and  cardboard  trash  was  piled  in  adjacent  areas,  and  boxes 
of  envelopes  were  stacked  in  the  data  center. 

— The  data  center's  fire  extinguishers  required  recharging  and  were  haphazardly 
placed  in  the  center,  increasing  vulnerability  to  extensive  fire  damage. 

— The  center  uses  wet  standpipe  sprinklers  for  fire  suppression  in  lower  than  nor- 
mal ceilings.  Taller  individuals  in  the  center  have  to  duck  to  avoid  hitting  the 
sprinklers,  which,  if  inadvertently  sheared  off,  will  release  water  that  can  dam- 
age the  center. 

— The  data  center  is  located  on  the  subbasement  level  of  a  building  and  does  not 
have  water  detectors  under  the  raised  floor,  increasing  the  risk  of  extensive 
electrical  damage  to  computer  equipment  if  the  center  floods. 

PHYSICAL  SECURITY 

Physical  security  and  access  control  measures,  such  as  locks,  guards,  and  surveil- 
lance cameras  are  critical  to  safeguarding  data  and  operations  from  internal  and  ex- 
ternal threats.  At  the  data  center  we  found  14  physical  security  weaknesses,  includ- 
ing the  following. 

— The  lock  on  the  main  door  to  the  data  center  was  improperly  installed,  exposing 
the  mechanism  and  permitting  unauthorized  access  by  just  flipping  the  latch 
with  a  finger. 

— All  doors  to  the  data  had  unsecured  hinges  on  the  outside,  allowing  easy  re- 
moval of  doors  to  permit  unauthorized  entrance  to  the  data  center. 

— Multiple  exit  doors  were  not  alarmed  or  monitored  by  security  cameras,  thereby 
allowing  exit  and  entrance  without  detection. 

— Packages  and  other  personal  articles  were  not  inspected  before  being  allowed 
in  the  data  center,  increasing  internal  security  threats.  This  leaves  the  center 
vulnerable  to  physical  attack  from  concealed  weapons,  as  well  as  technical  at- 
tack. For  example,  malicious  software  could  be  brought  in  to  introduce  viruses. 

— Electronic  card  key  devices  installed  on  doors  in  an  environment  without  guards 
or  cameras  do  not  limit  access  to  authorized  personnel  only.  Unauthorized  per- 
sonnel can  follow  cardholders  into  the  center  and  pose  a  threat  to  the  equip- 
ment and  taxpayer  data. 

DATA  COMMUNICATIONS  MANAGEMENT 

Data  communications  management  is  the  function  of  monitoring  and  controlling 
communications  networks  to  ensure  that  they  operate  as  intended,  transmitting 
timely,  accurate,  and  reliable  data  in  a  secure  fashion  to  and  from  taxpayers.  We 
found  10  communications  management  weaknesses  at  Cyberfile's  data  center.  For 
example,  telecommunications  equipment  such  as  telecommunication  switches  and 


13  Encryption  is  the  process  of  scrambling  information  to  make  it  unreadable  to  protect  it  from 
unauthorized  viewing  or  use. 

•''Firewalls  are  computer  systems  designed  to  protect  sfjecified  computer  resources,  like 
Cyberfile,  from  outside  network  users,  like  Internet  users. 
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patch  panels  was  not  physically  protected  and  could  be  accessed  and  damaged  by 
unauthorized  personnel.  Additionally,  communications  devices  intended  to  be  used 
only  to  monitor  data  flow  can  also  be  used  to  alter  data  and  for  browsing. 

DISASTER  RECOVERY 

Effective  disaster  recovery  plans  and  procedures  enable  organizations  to  continue 
operations  or  to  reestablish  operations  in  a  backup  facility  after  disruptions  caused 
by  events  such  as  earthquakes,  floods,  fires,  and  electrical  power  failures.  Cyberfile 
does  not  have  a  backup  computer  facility,  nor  does  it  have  alternate  power  sources 
to  maintain  computer  operations  during  a  power  outages. 

CONTINGENCY  PLANNING 

Contingency  planning  provides  specific  procedures  that  need  to  be  taken  during 
various  emergencies  to  restore  critical  operations  and  identifies  the  key  individuals 
responsible  for  carrying  out  the  procedures.  While  NTIS  has  a  draft  contingency 
plan  that  provides  some  high  level  instructions  on  maintaining  continuous  Cyberfile 
system  operations,  the  draft  does  not  have  specific  procedures  to  be  followed  in  an 
emergency  nor  does  it  identify  the  key  individuals  responsible  for  carrying  them  out. 

RISK  ANALYSIS 

A  risk  analysis  identifies  and  determines  the  severity  of  security  threats  and,  for 
each  threat,  formulates  safeguards,  and  estimates  their  cost.  The  risk  analysis  con- 
ducted for  Cyberfile  was  incomplete  and  did  not  adequately  address  physical,  oper- 
ational, and  communications  security  threats  to  the  data  center.  For  example,  the 
analysis  does  not  address  the  threat  of  data  center  employees  compromising  tax- 
payer data.  Without  a  comprehensive  risk  analysis,  system  vulnerabilities  may  not 
be  identified  and  cost  effective  controls  may  not  be  implemented  to  mitigate  them. 

SECURITY  AWARENESS 

A  security  awareness  program  communicates  to  employees  the  importance  of  secu- 
rity measures  and  emphasizes  their  responsibility  for  protecting  assets.  We  found 
that  there  was  no  security  awareness  program  for  Cyberfile.  During  our  review,  we 
found  a  note,  written  on  a  white  board  in  the  data  center,  instructing  employees 
to  hand  off  passwords  to  employees  on  the  next  shift.  Because  employees  share  pass- 
words, system  and  data  accesses  and  the  use  of  system  resources  cannot  be  traced 
to  individuals,  and,  therefore,  cannot  be  effectively  controlled. 

Cyberfile  Contractual  Issues  Warrant  Further  Review 

Our  review  of  the  acquisition  process  raised  several  issues  that  warrant  further 
explanation  by  IRS  or  NTIS.  In  this  regard,  we  plan  to  review  these  issues  during 
our  continuing  review  of  Cyberfile. 

NTIS  implemented  its  interagency  agreement  with  IRS  chiefly  through  means  of 
a  contract  awarded  to  a  contractor  under  the  "Section  8(a)"  program.  The  "Section 
8(a)"  program  permits  the  award  of  a  contract  to  the  Small  Business  Administra- 
tion, which  then  subcontracts  with  a  firm  owned  by  economically  and  socially  dis- 
advantaged individuals.  This  type  of  contract  can  be  awarded  with  limited  or  no 
competition.  In  this  case,  NTIS  awarded  a  contract  under  "Section  8(a)"  on  a  sole 
source  basis.  The  selected  contractor  then  subcontracted  a  significant  part  of  its 
work  to  other  firms.  Information  obtained  indicates  that  the  selection  of  some  of 
these  subcontractors  may  have  been  directed  by  NTIS  or  IRS.  These  actions  may 
have  resulted  in  the  complete  elimination  of  competition  for  a  significant  amount 
of  government  business. 

Also,  numerous  actions  were  conducted  quickly  and  information  obtained  to  date 
does  not  provide  a  clear  understanding  of  what  transpired.  For  example,  in  rushing 
to  implement  Cyberfile,  it  appears  that  IRS  contracted  for  services  that  NTIS  was 
tasked  with  providing  under  their  interagency  agreement.  In  addition,  procurement 
officials  at  both  IRS  and  Commerce  told  us  that  they  believe  they  followed  procure- 
ment rules,  but  said  they  received  instructions  from  superiors  to  proceed  with  var- 
ious contracting  actions,  in  some  cases  without  the  government  receiving  the  benefit 
of  the  traditional  indepenuonl  judgment  accorded  contracting  officials.  In  this  re- 
gard, we  identified  over  $2  million  in  33  purchases  where  exemptions  to  normal  pur- 
chasing requirements  were  justified  based  on  41  U.S.C.  253(c)(2),  which  states  the 
following. 

"The  executive  agency's  need  for  the  property  or  services  is  of  such  an  un- 
usual and  compelling  urgency  that  the  Government  would  be  seriously  in- 
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jured   unless   the  executive   agency  is  permitted   to  limit  the  number  of 
sources  from  which  it  solicits  bids  or  proposals." 

Our  preliminary  review  of  these  purchases  raises  issues  concerning  the  urgency 
and  appropriateness  of  some  of  these  purchases.  For  example,  four  cellular  phones 
were  purchased  in  August  1995,  at  $1,099  each  to  provide  24-hour  accessibility  to 
key  personnel  who  operate  Cyberfile.  However,  Cyberfile  is  still  not  operational  and 
documentation  obtained  from  NTIS  indicates  that  $842  was  spent  in  August  and 
September  1995  on  usage  charges — with  no  clear  indication  on  subsequent  usage 
charges.  Similar  purchases  were  made  for  three  nationwide  pagers  costing  about 
$175  each,  with  documentation  indicating  that  over  $4,100  has  been  budgeted  for 
pager  services  in  1996.  However,  as  we  mentioned  earlier  more  work  is  needed  to 
assess  the  appropriateness  of  all  such  actions. 

Financial  Management  Weaknesses  Persist 

Our  fiscal  year  1994  financial  audit  of  IRS,  entitled  Financial  Audit:  Examination 
of  IRS'  Fiscal  Year  1994  Financial  Statements  (GAO/AIMD-95-141,  August  4, 
1995), 

(1)  highlighted  a  number  of  serious  managerial  problems  that  IRS  must  directly 
address  to  make  greater  progress  in  this  area, 

(2)  discussed  actions  being  taken  by  IRS  to  strengthen  its  operations,  and 

(3)  presented  numerous  specific  GAO  recommendations  for  needed  additional  im- 
provements. 

IRS  agreed  with  all  our  recommendations  and  committed  itself  to  taking  the  cor- 
rective measures  necessary  to  improve  its  financial  management  operations.  We  cur- 
rently are  in  the  process  of  auditing  IRS'  fiscal  year  1995  financial  statements. 

For  the  last  3  fiscal  years, ^^  we  have  been  unable  to  express  an  opinion  on  IRS' 
financial  statements  because  of  the  pervasive  nature  of  its  financial  management 
problems.  We  were  unable  to  express  an  opinion  on  IRS'  financial  statements  for 
fiscal  year  1994  for  the  following  five  primary  reasons. 

— One,  the  amount  of  total  revenue  of  $1.3  trillion  reported  in  the  financial  state- 
ments could  not  be  verified  or  reconciled  to  accounting  records  maintained  for 
individual  taxpayers  in  the  aggregate. 

— Two,  amounts  reported  for  various  types  of  taxes  collected,  for  example,  social 
security,  income,  and  excise  taxes,  could  also  not  be  substantiated. 

— Three,  we  could  not  determine  from  our  testing  of  IRS'  gross  and  net  accounts 
receivable  estimates  of  over  $69  billion  and  $35  billion,  respectively,  which  in- 
clude delinquent  taxes,  whether  those  estimates  were  reliable. 

— Four,  IRS  continued  to  be  unable  to  reconcile  its  Fund  Balance  With  Treasury 
accounts. 

— Five,  we  could  not  substantiate  a  significant  portion  of  IRS'  $2.1  billion  in  non- 
payroll  expenses  included  in  its  total  operating  expenses  of  $7.2  billion,  pri- 
marily because  of  lack  of  documentation.  However,  we  could  verify  that  IRS 
properly  accounted  for  and  reported  its  $5.1  billion  of  payroll  expenses. 

To  help  IRS  resolve  these  issues,  we  have  made  dozens  of  recommendations  in  our 
financial  audit  reports  dating  back  to  fiscal  year  1992.  In  total,  we  have  made  59 
recommendations  on  issues  covering  such  areas  as  tax  revenue,  administrative 
costs,  and  accounts  receivable.  While  IRS  has  begun  to  take  action  on  many  of  our 
recommendations,  as  of  the  date  of  our  last  report — ^August  4,  1995 — it  had  fully  im- 
plemented only  13  of  our  59  recommendations. 

IRS  has  made  some  progress  in  responding  to  the  problems  we  identified  in  our 
previous  audits.  However,  IRS  needs  to  intensify  its  efforts  in  this  area.  In  a  Sep- 
tember 12,  1994,  letter  to  the  Commissioner,  we  explained  that  IRS  needed  to  de- 
velop a  detailed  plan  with  explicit,  measurable  goals  and  a  set  timetable  for  action, 
to  attain  the  level  of  financial  reporting  and  controls  needed  to  effectively  manage 
its  massive  operations  and  to  reliably  measure  its  performance.  On  March  21,  1996, 
we  received  a  copy  of  that  plan  and  are  now  reviewing  it. 

The  sections  below  discuss  these  issues  in  greater  detail. 


^^ Financial  Audit:  Examination  of  IRS'  Fiscal  Year  1992  Financial  Statements  (GAO/AIMD- 
93-2,  June  30,  1993);  Financial  Audit:  Examination  of  IRS'  Fiscal  Year  1993  Financial  State- 
ments (GAO/AIMD-94-120,  June  15,  1994);  and  Financial  Audit:  Examination  of  IRS'  Fiscal 
Year  1994  Financial  Statements  (GAO/AIMD-95-141,  August  4,  1995). 
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Issues  With  Revenue 

IRS'  financial  statement  amounts  for  revenue,  in  total  and  by  type  of  tax,  were 
not  derived  from  its  revenue  general  ledger  accounting  system  (RACS)  or  its  master 
files  of  detailed  individual  taxpayer  records.  This  is  because  RACS  did  not  contain 
detailed  information  by  type  of  tax,  such  as  individual  income  tax  or  corporate  tax, 
and  the  master  file  cannot  summarize  the  taxpayer  information  needed  to  support 
the  amounts  identified  in  RACS.  As  a  result,  IRS  relied  on  alternative  sources,  such 
as  Treasury  schedules,  to  obtain  the  summary  total  by  type  of  tax  needed  for  its 
financial  statement  presentation. 

IRS  asserts  that  the  Treasury  amounts  were  derived  from  IRS  records;  however, 
neither  IRS  nor  Treasury's  records  maintained  any  detailed  information  that  we 
could  test  to  verify  the  accuracy  of  these  figures.  As  a  result,  to  substantiate  the 
Treasury  figures,  we  attempted  to  reconcile  IRS'  master  files — the  only  detailed 
records  available  of  tax  revenue  collected — with  the  Treasury  records.  We  round  that 
IRS'  reported  total  of  $1.3  trillion  for  revenue  collections,  which  was  taken  from 
Treasury  schedules,  was  $10.4  billion  more  than  what  was  recorded  in  IRS'  master 
files.  Because  IRS  was  unable  to  satisfactorily  explain,  and  we  could  not  determine 
the  reasons  for  this  difference,  the  full  magnitude  of  the  discrepancy  remains  uncer- 
tain. 

In  addition  to  the  difference  in  total  revenues  collected,  we  also  found  large  dis- 
crepancies between  information  in  IRS'  master  files  and  the  Treasury  data  used  for 
the  various  types  of  taxes  reported  in  IRS'  financial  statements.  Some  of  the  larger 
reported  amounts  for  which  IRS  had  insufficient  support  were  $615  billion  in  indi- 
vidual taxes  collected — this  amount  was  $10.8  billion  more  than  what  was  recorded 
in  IRS'  master  files;  $433  biUion  in  social  insurance  taxes  (FICA)  collected — this 
amount  was  $5  billion  less  than  what  was  recorded  in  IRS'  master  files;  and  $148 
billion  in  corporate  income  taxes — this  amount  was  $6.6  billion  more  than  what  was 
recorded  in  IRS'  master  files.  Thus,  IRS  did  not  know  and  v/e  could  not  determine 
if  the  reported  amounts  were  correct.  These  discrepancies  also  further  reduce  our 
confidence  in  the  accuracy  of  the  amount  of  total  revenues  collected. 

Despite  these  problems,  we  were  able  to  verify  that  IRS'  reported  total  revenue 
collections  of  $1.3  trillion  agreed  with  tax  collection  amounts  deposited  at  the  De- 
partment of  the  Treasury.  However,  we  did  find  $239  million  of  tax  collections  re- 
corded in  IRS'  RACS  general  ledger  that  were  not  included  in  reported  tax  collec- 
tions derived  from  Treasury  data. 

In  addition  to  these  problems,  we  could  not  determine  from  our  testing  the  reli- 
ability of  IRS'  projected  estimate  for  accounts  receivable.  As  of  September  30,  1994, 
IRS  reported  an  estimate  of  valid  receivables  of  $69.2  billion, ^^  of  which  $35  bil- 
lion ^^  was  deemed  collectible.  However,  in  our  random  statistical  sample  of  ac- 
counts receivable  items  IRS  tested,  we  disagreed  with  IRS  on  the  validity  of  19  per- 
cent!^ of  the  accounts  receivable  and  the  collectibility  of  17  percent  ^^  of  them.  Ac- 
cordingly, we  cannot  verify  the  reasonableness  of  the  accuracy  of  the  reported  ac- 
counts receivable. 

Inadequate  internal  controls,  especially  the  lack  of  proper  documentation  of  trans- 
actions, resulted  in  IRS  continuing  to  report  unsupported  revenue  information.  In 
some  cases,  IRS  did  not  maintain  documentation  to  support  reported  balances.  In 
other  cases,  it  did  not  perform  adequate  analysis,  such  as  reconciling  taxpayer 
transactions  to  the  general  ledger,  to  ensure  that  reported  information  was  reliable. 

We  found  several  internal  control  problems  that  contributed  to  our  inability  to  ex- 
press an  opinion  on  IRS'  financial  statements.  To  illustrate, 

— IRS  was  unable  to  provide  adequate  documentation  for  111  items,  or  68  percent, 
in  our  random  sample  of  163  transactions  from  IRS'  nonmaster  file.  The  non- 
master  file  is  a  database  of  taxpayer  transactions  that  cannot  be  processed  by 
the  two  main  master  files  or  are  in  need  of  close  scrutiny  by  IRS  personnel. 
These  transactions  relate  to  tax  years  dating  as  far  back  as  the  1960s.  During 


**The  range  of  IRS'  confidence  interval,  at  a  95-percent  confidence  level,  is  that  the  actual 
amount  of  valid  accounts  receivable  as  of  September  30,  1994,  was  between  $66.1  billion  and 
$72.3  billion. 

'''The  range  of  IRS'  confidence  interval,  at  a  95-percent  confidence  level,  is  that  the  actual 
amount  of  collectible  accounts  receivable  as  of  September  30,  1994,  was  between  $34  billion  and 
$36  billion. 

'^The  range  for  our  confidence  interval,  at  a  95-percent  confidence  level,  is  that  the  actual 
amount  of  the  validity  exceptions  as  of  September  30,  1994,  was  between  14.5  percent  and  24.2 
percent. 

i^The  range  for  our  confidence  interval,  at  a  95-percent  confidence  level,  is  that  the  actual 
amount  of  the  collectibility  exceptions  as  of  September  30,  1994,  was  between  13.1  percent  and 
22.5  percent. 
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fiscal  year  1994,  approximately  438,000  transactions  valued  at  $7.3  billion  were 
processed  through  the  nonmaster  file.  Because  of  the  age  of  many  of  these 
cases,  the  documentation  is  believed  to  have  been  destroyed  or  lost. 

— ^We  sampled  4,374  statistically  projectable  transactions  posted  to  taxpayer  ac- 
counts. However,  IRS  was  unable  to  provide  adequate  documentation,  such  as 
a  tax  return,  for  524  transactions,  or  12  percent.  Because  the  documentation 
was  lost,  physically  destroyed  or,  by  IRS  policy,  not  maintained,  some  of  the 
transactions  supporting  reported  financial  balances  could  not  be  substantiated, 
impairing  IRS'  ability  to  research  any  discrepancies  that  occur. 

— IRS  is  authorized  to  offset  taxpayer  refunds  with  certain  debts  due  to  IRS  and 
other  govertmient  agencies.  Before  refunds  are  generated,  IRS  policy  requires 
that  reviews  be  performed  to  determine  if  the  taxpayer  has  any  outstanding 
debts  to  be  satisfied.  For  expedited  refunds,  IRS  must  manually  review  various 
master  files  to  identify  outstanding  debts.  However,  out  of  358  expedited  re- 
funds tested,  we  identified  10  expedited  refunds  totaling  $173  million  where 
there  were  outstanding  tax  debts  of  $10  million,  but  IRS  did  not  offset  the 
funds.  Thus,  funds  owed  could  have  been  collected  but  were  not. 

— IRS  could  not  provide  documentation  to  support  $6.5  billion  in  contingent  liabil- 
ities reported  as  of  September  30,  1994.  Contingent  liabilities  represent  taix- 
payer  claims  for  refunds  of  assessed  teixes  which  IRS  management  considers 
probable  to  be  paid.  These  balances  are  generated  from  stand-alone  systems, 
other  than  the  master  file,  that  are  located  in  two  separate  IRS  divisions.  Be- 
cause these  divisions  could  not  provide  a  listing  of  transactions  for  appropriate 
analysis,  IRS  did  not  know,  and  we  could  not  determine,  the  reliability  of  these 
balances. 

— ^An  area  that  we  identified  where  the  lack  of  controls  could  increase  the  likeli- 
hood of  loss  of  assets  and  possible  fraud  was  in  the  reversal  of  refunds.  Refunds 
are  reversed  when  a  check  is  undelivered  to  a  taxpayer,  an  error  is  identified, 
or  IRS  stops  the  refund  for  further  review.  In  many  cases,  these  refunds  are 
subsequently  reissued.  If  the  refund  was  not  actually  stopped  by  Treasury,  the 
taxpayer  may  receive  two  refunds.  In  fiscal  year  1994,  IRS  stopped  1.2  million 
refunds  totaling  $3.2  billion.  For  183  of  244,  or  75  percent  of  our  sample  of  re- 
fund reversals,  IRS  was  unable  to  provide  support  for  who  canceled  the  refund, 
why  it  was  canceled,  and  whether  Treasury  stopped  the  refund  check.  Service 
center  personnel  informed  us  that  they  could  determine  by  a  code  whether  the 
refund  was  canceled  by  an  internal  IRS  process  or  by  the  taxpayer,  but,  as  a 
policy,  no  authorization  support  was  required,  nor  did  procedures  exist  requir- 
ing verification  and  documentation  that  the  related  refund  was  not  paid. 

With  regard  to  controls  over  the  processing  of  returns,  we  also  found  weaknesses. 
During  fiscal  year  1994,  IRS  processed  almost  1  billion  information  documents  and 
200  million  returns.  In  most  cases,  IRS  processed  these  returns  correctly.  However, 
we  found  instances  where  IRS'  mishandling  of  taxpayer  information  caused  addi- 
tional burden  on  the  taxpayer  and  decreased  IRS'  productivity.  In  many  cases,  the 
additional  taxpayer  burden  resulted  from  IRS'  implementation  of  certain  enforce- 
ment programs  it  uses  to  ensure  taxpayer  compliance,  one  of  which  is  the  matching 
program.  This  program's  problems  in  timely  processing  cause  additional  burden 
when  taxpayers  discover  15  months  to  almost  3  years  after  the  fact  that  they  have 
misreported  their  income  and  must  pay  additional  taxes  plus  interest  and  penalties. 

Issues  With  Administrative  Operations 

IRS  has  made  progress  in  accounting  for  its  appropriated  funds,  but  there  were 
factors  in  this  area  that  prevented  us  from  being  able  to  render  an  opinion.  Specifi- 
cally, IRS  was  unable  to  fully  reconcile  its  Fund  Balance  with  Treasury  accounts, 
nor  could  it  substantiate  a  significant  portion  of  its  $2.1  billion  in  nonpayroll  ex- 
penses— included  in  its  $7.2  billion  of  operating  expenses — primarily  because  of  lack 
of  documentation. 

With  regard  to  its  Fund  Balance  With  Treasury,  we  found  that,  at  the  end  of  fis- 
cal year  1994,  unreconciled  cash  differences  netted  to  $76  million.  After  we  brought 
this  difference  to  the  CFO's  attention,  an  additional  $89  million  in  adjustments  were 
made.  These  adjustments  were  attributed  to  accounting  errors  dating  back  as  far 
as  1987  on  which  no  significant  action  had  been  taken  until  our  inquiry.  IRS  was 
researching  the  remaining  $13  million  in  net  differences  to  determine  the  reasons 
for  them.  These  net  differences,  which  span  an  8-year  period,  although  a  large  por- 
tion date  from  1994,  consisted  of  $661  million  of  increases  and  $674  million  of  de- 
creases. IRS  did  not  know  and  we  could  not  determine  the  financial  statement  im- 
pact or  what  other  problems  may  become  evident  if  these  accounts  were  properly 
reconciled. 
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To  deal  with  its  long-standing  problems  in  reconciling  its  Fund  Balance  with 
Treasury  accounts,  during  fiscal  year  1994,  IRS  made  over  $1.5  billion  in  unsup- 
ported adjustments  (it  wrote  off  these  amounts)  that  increased  cash  by  $784  million 
and  decreased  cash  by  $754  million,  netting  to  $30  million.  In  addition,  $44  million 
of  unidentified  cash  transactions  were  cleared  ifrom  cash  suspense  accounts  20  and 
included  in  current  year  expense  accounts  because  IRS  could  not  determine  the 
cause  of  the  cash  differences.  These  differences  suggest  that  IRS  did  not  have  proper 
controls  over  cash  disbursements  as  well  as  cash  receipts. 

In  addition  to  its  reconciliation  problems,  we  found  numerous  unsubstantiated 
amounts.  These  unsubstantiated  amounts  occurred  because  IRS  did  not  have  sup- 
port for  when  and  if  certain  goods  or  services  were  received  and,  in  other  instances, 
IRS  had  no  support  at  all  for  the  reported  expense  amount.  These  unsubstantiated 
amounts  represented  about  18  percent  of  IRS'  $2.1  billion  in  total  nonpayroll  ex- 
penses and  about  5  percent  of  IRS'  $7.2  billion  in  total  operating  expenses. 

Most  of  IRS'  $2.1  billion  in  nonpayroll  related  expenses  are  derived  from  inter- 
agency agreements  with  other  Federal  agencies  to  provide  g'oods  and  services  in 
support  of  IRS'  operations.  For  example,  IRS  purchases  printing  services  from  the 
Government  Printing  Office;  phone  services,  rental  space,  and  motor  vehicles  from 
the  General  Services  Administration;  and  photocopying  and  records  storage  from  the 
National  Archives  and  Records  Administration. 

Not  having  proper  support  for  if  and  when  goods  and  services  are  received  made 
IRS  vulnerable  to  receiving  inappropriate  interagency  charges  and  other 
misstatements  of  its  reported  operating  expenses,  without  detection.  Not  knowing 
if  and/or  when  these  items  were  purchased  seriously  undermines  any  effort  to  pro- 
vide reliable,  consistent  cost  or  performance  information  on  IRS'  operations.  As  are 
result  of  these  unsubstantiated  amounts,  IRS  has  no  idea  and  we  could  not  deter- 
mine, when  and,  in  some  instances,  if  the  goods  or  services  included  in  its  reported 
operating  expenses  were  correct  or  received. 

Some  Improvements  Made  But  Overall  Computer  Systems  Security  Remained  Weak 
In  our  prior  year  reports,  we  stated  that  IRS'  computer  security  environment  was 
inadequate.  Our  fiscal  year  1994  audit  found  that  IRS  had  made  some  progress  in 
addressing  and  initiating  actions  to  resolve  prior  years'  computer  security  issues; 
however,  some  of  the  fundamental  security  weaknesses  we  previously  identified  con- 
tinued to  exist  in  fiscal  year  1994. 

These  weaknesses  were  primarily  IRS'  employees'  capacity  to  make  unauthorized 
transactions  and  activities  without  detection.  IRS  has  taken  some  actions  to  restrict 
account  access,  review  and  monitor  user  profiles,  provide  an  automated  tool  to  ana- 
lyze computer  usage,  and  install  security  resources.  However,  we  found  that  IRS 
still  lacked  sufficient  safeguards  to  prevent  or  detect  unauthorized  browsing  of  tax- 
payer information  and  to  prevent  staff  from  changing  certain  computer  programs  to 
make  unauthorized  transactions  without  detection. 

The  deficiencies  in  financial  management  and  internal  controls  that  I  have  dis- 
cussed throughout  this  testimony  demonstrate  the  long-standing,  pervasive  nature 
of  the  weaknesses  in  IRS'  systems  and  operations — weaknesses  which  contributed 
to  our  inability  to  express  a  more  positive  opinion  on  IRS'  financial  statements.  The 
erroneous  amounts  discussed  would  not  likely  have  been  identified  if  IRS'  financial 
statements  had  not  been  subject  to  audit.  Further,  the  errors  and  unsubstantiated 
amounts  highlighted  throughout  this  testimony  suggest  that  information  IRS  pro- 
vides during  the  year  is  vulnerable  to  errors  and  uncertainties  as  to  its  complete- 
ness and  that  reported  amounts  may  not  be  representative  of  IRS'  actual  operations. 

IRS  Has  Taken  Steps  to  Improve  Its  Financial  Operations 

IRS  has  made  some  progress  in  responding  to  the  problems  we  have  identified  in 
previous  reports.  It  has  acknowledged  these  problems,  and  the  Commissioner  has 
committed  to  resolving  them.  These  actions  represent  a  good  start  in  IRS'  efforts 
to  more  fully  account  for  its  operating  expenses.  For  example,  IRS  has 

— successfully  implemented  a  financial  management  system  for  its  appropriated 
funds  to  account  for  its  day-to-day  operations,  which  should  help  IRS  to  correct 
some  of  its  past  transaction  processing  problems  that  diminished  the  accuracy 
and  reliability  of  its  cost  information;  and 

— successfully  transferred  its  pa3Toll  processing  to  the  Department  of  Agri- 
culture's National  Finance  Center  and,  as  a  result,  properly  accounted  for  and 
reported  its  $5.1  billion  of  payroll  expenses  for  fiscal  year  1994. 


2°  Suspense  accounts  include  those  transactions  awaiting  posting  to  the  appropriate  account 
or  those  transactions  awaiting  resolution  of  unresolved  questions. 
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IRS  is  working  on  improving  the  process  of  reconciling  and  monitoring  its  funds. 
In  this  regard,  it  has  created  a  unit  whose  sole  responsibility  is  to  resolve  all  cash 
reconciliation  issues  and  retained  a  contractor  to  help  with  this  process.  In  the  area 
of  receipt  and  acceptance,  IRS  stated  that  it  is  more  fully  integrating  its  budgetary 
and  management  control  systems.  Also,  IRS  has  developed  a  methodology  to  dif- 
ferentiate between  financial  receivables  and  compliance  assessments  and  has  modi- 
fied current  systems  to  provide  financial  management  information.  Finally,  IRS  is 
in  the  process  of  identifying  methods  to  ensure  the  accuracy  of  balances  reported 
in  its  custodial  receipt  accounts.  We  are  currently  reviewing  these  actions  as  well 
as  the  action  plan  we  received  from  IRS  on  March  21,  1996. 

This  concludes  my  statement.  I  would  be  happy  to  answer  any  questions  you  or 
other  Members  of  the  Committee  may  have  at  this  time. 

Chairman  Stevens.  Dr.  Stillman,  do  you  have  any  comments? 

Ms.  Stillman.  I  think  Mr.  Dodaro  told  the  story  well  and  accu- 
rately, and  I  will  be  glad  to  answer  any  specific  questions  that  you 
have. 

Chairman  STEVENS.  Tell  us  what  your  role  was  in  this  investiga- 
tion. 

Ms.  Stillman.  I  am  the  chief  scientist  in  the  Accounting  and  In- 
formation Management  Division  and  I  led  the  team  that  produced 
the  July  1995  report  and  the  subsequent  testimonies. 

Chairman  STEVENS.  I  see.  Thank  you.  Ms.  Willis,  how  about  you, 
a  statement  or  any  comments? 

Ms.  Willis.  No,  sir. 

Chairman  Stevens.  What  was  your  role  in  the  investigation? 

Ms.  Willis.  Sir,  I  am  the  person  responsible  for  GAO's  work  re- 
lated to  the  programmatic  issues  associated  with  IRS. 

Chairman  Stevens.  Mr.  Hollow  ay,  what  is  your  role? 

Mr.  HoLLOWAY.  I  am  responsible  for  the  financial  statement 
audit  work  and  all  the  financial  management  issues. 

Chairman  Stevens.  OK.  Tell  me,  are  you  all  familiar  with  the 
National  Research  Council,  the  Treasury  Department  IG,  and  the 
internal  IRS  audits  that  I  mentioned? 

Mr.  DODARO.  Yes,  we  are  familiar  with  all  those  reports  and  the 
findings  in  those  reports. 

Chairman  Stevens.  Do  you  find  any  basic  differences  between 
those  and  your  findings? 

Mr.  DoDARO.  No,  not  essentially.  The  latest  report  by  the  Na- 
tional Research  Council,  in  particular,  that  was  issued  to  the  IRS 
in  December  of  this  past  year  mirrored  the  recommendations  pretty 
well  that  we  had  made  in  our  July  report  earlier,  so  we  think  that 
report  is"  on  target.  Rona  might  want  to  add  a  few  comments,  but 
basically  the  thrust  of  the  recommendations  is  the  same. 

Ms.  Stillman.  We  made  over  a  dozen  specific  recommendations, 
with  dates  for  IRS  implementation,  and  if  they  had  implemented 
these  they  would  be  in  a  much  better  position  now  both  to  build 
systems  and  to  ensure  that  the  large  investments  that  you  make 
in  information  technology  at  IRS  would  produce  results.  In  fact, 
they  haven't  done  that  and  so  what  you  have  is  a  new  development 
effort  like  Cyberfile — which  began  after  we  had  briefed  the  commis- 
sioner and  after  she  had  agreed  that,  in  fact,  these  recommenda- 
tions should  be  implemented — in  which  over  $17  million  has  al- 
ready been  obligated  being  developed  precisely  the  same  way  as  the 
earlier  TSM  efforts  that  had  gotten  into  difficulty.  So  what  we  see 
is  the  same  events  occurring,  and  therefore  the  same  results. 
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Chairman  STEVENS.  What  about  Cyberfile?  How  was  that  ac- 
quired by  IRS? 

Mr.  DODARO.  Basically,  IRS  went  through  the  Commerce  Depart- 
ment, National  Technical  Information  Service  (NTIS),  to  acquire  it 
through  a  series  of  contractors  and  subcontractors. 

Ms.  Stillman.  It  was  an  interagency  agreement  between  IRS 
and  NTIS.  NTIS  then  used  the  Department  of  Commerce  and  itself 
to  award  contracts  to  an  8(a)  subcontractor,  who  then  awarded 
other  subcontracts.  There  is  a  blizzard  of  purchases  that  has  taken 
place  one  way  or  another  under  this  contract. 

Chairman  STEVENS.  Did  that  comply  with  basic  procedures  for 
such  contracting  by  a  major  agency  such  as  IRS? 

Mr.  DODARO.  Well,  certainly,  interagency  agreements  are  al- 
lowed, but  there  are  some  issues,  as  we  point  out  in  our  written 
statement,  that  we  have  some  misgivings  about  the  contracting 
process.  We  are  looking  into  that  more  carefully.  We  are  trying  to 
unwind  and  gather  information  about  all  those  issues,  particularly 
the  issues  associated  with  moving  forward  without  a  lot  of  competi- 
tion. 

Chairman  Stevens.  When  I  first  read  the  briefing  paper  that 
came  back  to  me  after  this  basic  investigation  that  our  people  car- 
ried out  with  you  and  others,  I  got  the  statement  that  the  TSM 
project  is  estimated  to  cost  $23  billion,  and  I  circled  "b."  I  couldn't 
believe  it.  Is  it  $23  billion? 

Mr.  DoDARO.  Well,  actually,  what  has  been  spent  so  far  is  about 
$3  billion — that  goes  back  to  the  best  we  can  assemble  and  get 
agreement  with  IRS — from  1986  through  the  end  of  fiscal  year 
1995  and  so  far  through  fiscal  year  1996.  Now,  IRS  plans  call  for 
spending  an  additional  $5  billion  between  fiscal  1996  and  2001.  I 
think  the  estimates  of  $23  billion  are  old  estimates  based  upon 
some  extrapolations  of  that  spending. 

I  think  the  real  issue  that  we  are  saying  is  that  because  there 
are  not  disciplined  processes  in  place,  it  is  not  clear  exactly  what 
the  effort  will  cost  over  the  long  haul.  Until  we  can  get  better  cost- 
estimating  techniques  in  IRS  and  better,  reliable  data  to  show  the 
true  costs  of  modernization,  it  is  going  to  be  a  little  bit  of  a  guess- 
timate until  that  happens. 

Mr.  HOLLOWAY.  As  Mr.  Dodaro  said,  if  I  could  just  amplify  on  the 
number  that  you  mentioned,  the  original  estimate  which  was 
around  $22  or  $23  billion  included  about  $8  billion  that  was  for 
hardware  and  software  purchases  and  another — whatever  that  dif- 
ference is — I  am  so  used  to  using  calculators,  I  forget  how  to  add — 
about  $15  billion  that  was  really  support  costs  which  involved  per- 
sonnel and  other  composites.  So,  that  is  a  number  that  they  had 
put  out  at  one  time  as  being  the  projected  cost  of  TSM. 

Chairman  STEVENS.  Can  TSM  be  saved?  Is  it  impossible  to  put 
this  back  on  track? 

Mr.  Dodaro.  When  we  issued  our  July  report — and  I  am  going 
to  ask  Rona  to  amplify  on  this  in  a  minute — we  believed  that  if  the 
technical  and  managerial  issues  were  addressed — and  we  had  spe- 
cific time  frames  in  that  report.  We  wanted  some  of  the  things  im- 
plemented by  December  last  year  and  by  June  this  year.  If  those 
recommendations  can  be  seriously  addressed  and  put  into  practice, 
then  I  think  progress  can  be  made.  If  that  doesn't  happen — and  we 


34 

don't  have  much  assurance  so  far  that  that  is  going  to  occur — then 
I  think  you  are  going  to  not  be  able  to  see  the  results  that  have 
been  promised  or  available  through  the  modernization  effort. 

Chairman  STEVENS.  I  will  come  back.  Senator  Glenn? 

Senator  Glenn.  Thank  you,  Mr.  Chairman.  Where  does  the  sys- 
tem break  down,  anjrway?  You  make  recommendations  and  basi- 
cally the  commissioner  doesn't  disagree  with  a  lot  of  them.  She 
may  take  exception  to  some  of  them  a  little  bit,  but  there  is  general 
agreement  that,  yes,  these  are  things  that  have  to  be  done  and  we 
are  working  on  them.  I  have  talked  to  her  many  times  about  this, 
many  times,  and  I  don't  question  for  one  second  her  dedication  to 
getting  this  thing  done,  and  willingness  to  correct  the  things  ex- 
actly the  way  you  are  talking  about  them.  When  she  puts  out  the 
order  and  it  says,  OK,  implement  these  things,  somehow  it  doesn't 
get  done. 

Is  the  bureaucracy  just  too  big?  Is  this  something  that  should  be 
contracted  out?  I  refuse  to  believe  that  government  always  cannot 
do  things  as  good  as  private  industry.  I  think  sometimes  we  do  a 
pretty  good  job  in  government,  on  occasion,  but  where,  in  your 
opinion,  does  this  thing  break  down?  Is  civil  service  a  problem?  You 
can't  hire  good  people  and  you  can't  fire  them  once  you  have  got 
them  in?  Is  that  a  problem?  Where  does  it  happen,  because  I  think 
at  her  level,  anyway,  there  is  a  dedication  to  getting  this  thing  on 
track  and  wanting  to  do  it  and  do  it  fast?  Where  does  the  system 
break  down? 

Mr.  DODARO.  I  think  there  are  a  number  of  places  where  there 
are  problems  and  our  report  addressed  these.  First  of  all,  the  basic 
business  decisions  as  to  what  you  will  want  to  achieve  through 
electronic  filing  were  not  going  to  address  the  vast  majority  of  the 
taxpayers.  So  you  have  got  basic  business  decisions  that  were  not 
made  in  the  context  of  trying  to  maximize  electronic  filing  during 
this  period  of  time.  They  have  agreed  with  that.  They  have  started 
some  efforts  to  try  to  do  that. 

Second,  when  resource  allocation  decisions  are  made,  tough  ques- 
tions are  not  asked  in  order  to  see  what  kinds  of  benefits  are  we 
going  to  get  out  of  some  of  these  multi-million-dollar  and  billion- 
dollar  investments  in  these  systems.  There  is  not  adequate  follow- 
up  to  make  sure  that  there  are  post-evaluations  in  place  to  see  that 
we  actually  got  the  benefits  that  were  promised  through  the  mod- 
ernization effort. 

Senator  Glenn.  Well,  who  is  it  that  doesn't  put  those  in,  because 
I  am  sure  she  has  said  put  in  some  corrective  systems  there?  Is 
this  breakdown  at  the  second  level,  third  level  down?  Where  does 
it  break  down? 

Mr.  DODARO.  I  think  the  breakdowns,  Senator,  are  at  all  levels. 
I  think  this  is  a  situation  that,  as  we  have  testified  before  you  be- 
fore in  this  Committee  on  best  practices,  the  best  practices  involve 
accountability  of  the  top  managers  in  the  agency,  as  well  as  having 
the  necessary  support  structure  in  place.  IRS  is  trying  to  make 
some  changes  to  this.  This  is  a  world-class,  by  any  standards,  big 
effort.  They  haven't  broken  it  down  into  modular  pieces  that  are  di- 
gestible. 

This  is  the  experience  that  the  private  sector  tells  us.  You  don't 
launch  into  multi-year,  multi-billion-dollar  efforts.  Xerox,  one  of  the 
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corporations  that  we  visited  as  part  of  our  best  practices  research, 
considers  ever5dhing  over  $100,000  to  be  a  high-risk  investment  in 
this  area,  and  the  scale  of  this  is  too  big.  We  think  it  needs  to  be 
broken  down  into  pieces,  more  manageable,  and  really  put  a  lot  of 
rigor  in. 

The  systems  that  are  in  place — and  we  are  finding  the  same 
thing  in  some  of  these  other  areas  that  we  have  looked  at,  and  I 
am  going  to  ask  Ron  a  to  amplify  on  this — aren't  necessarily  struc- 
tured in  a  way  to  make  sure  things  are  carried  out  in  a  disciplined 
process.  This  requires  a  lot  of  discipline  to  do  correctly.  It  hasn't 
always  succeeded  that  well  in  the  private  sector,  but  they  have 
learned  that  unless  you  manage  it  and  carefully  monitor  it,  you  are 
not  going  to  achieve  success. 

Senator  Glenn.  Let  me  ask  you  one  question  here  before  we  pass 
it  off  to  her.  You  say  break  it  into  parts,  and  that  was  going  to  be 
my  next  question.  If  you  have  a  big,  intractable  problem  that  is  a 
huge  problem,  what  you  do  to  try  to  solve  the  thing  is  you  break 
into  manageable  chunks  and  that  is  it.  But  are  these  functional 
chunks  or  geographic  chunks?  Could  you  take  a  part  of  the  country 
and  do  this  or  should  it  have  to  be  that  you  take  a  certain  function 
with  certain  types  of  businesses  that  applies  to  the  whole  United 
States?  How  do  you  break  it  down?  Are  they  looking  at  that,  or  did 
you  look  at  that? 

Mr.  DODARO.  There  are  a  number  of  different  ways  that  you 
could  go  about  doing  it,  but  I  think  the  key  decision  is  to  break  it 
down.  One  of  the  suggestions,  for  example,  in  the  National  Re- 
search Council  report  was  that  they  focus  on  the  integrated  case 
processing  system.  I  am  not  sure  that  is  exactly 

Senator  Glenn.  What  does  that  mean,  exactly? 

Mr.  DODARO.  That  is  a  system  that  is  put  in  place  in  order  to 
provide  the  revenue  agents  with  the  ability  to  answer  customer 
services  and  deal  with  a  case  at  one  time  rather  than  to  try  to  re- 
search out  the  material.  But  let  me  ask  Rona.  Rona  has  given  this 
a  lot  of  thought. 

Ms.  Stillman.  To  begin  from  the  top  question  and  work  down, 
one  of  the  reasons  that  we  don't  see  good  stewardship  of  such  huge 
sums  is  that  in  the  Federal  Government  there  are  no  incentives  to 
make  your  budget  smaller.  I  am  sure  that  everyone  at  IRS  wishes 
to  have  good  systems  that  are  implemented  well  and  that  serve  the 
taxpayer  well.  They  have  absolutely  no  incentive  to  do  those  with 
smaller  budgets  than  they  are  already  being  appropriated,  and  so 
there  is  no  incentive  at  any  level  to  stand  up  and  say  we  cannot 
manage  these  enormous  budgets  that  near  $1  billion  a  year;  we 
cannot  manage  them  well,  not  technically,  not  financially;  we  can't 
manage  anything  this  big  well.  There  is  no  incentive  to  say,  start 
us  much  smaller. 

Senator  Glenn.  If  I  accept  that,  though,  then  you  are  saying  we 
can't  do  it  in  government  and  we  are  going  to  have  to  contract  out- 
side to  get  this  thing  done.  Is  that  your  conclusion? 

Ms.  Stillman.  No,  Senator.  I  don't  think  contracting  out  is  a  so- 
lution, and  Cyberfile  is  a  case  example  of  that.  Cyberfile  was  a 
small  piece.  Cyberfile  was  a  golden  opportunity  for  IRS  to  prove 
that,  in  fact,  it  understood  the  recommendations  and  it  could  im- 
plement them  well  and  do  one  small  system  well,  a  small  system 
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that  the  taxpayer  would  see.  It  was  part  of  the  taxpayer  interface. 
It  would  make  it  more  comfortable  and  more  convenient  for  him  to 
file,  and  without  pa5dng  fees  to  do  so. 

Instead,  they  went  to  a  contractor  and  built  this  system  exactly 
the  way  the  old,  larger  TSM  systems  had  been  built — without  dis- 
cipline. Going  to  a  contractor  doesn't  guarantee  that  you  will  get 
a  good  system  at  a  good  price.  You  can  build  systems  badly  in- 
house  and  you  can  contract  out  to  have  them  badly  built. 

Senator  Glenn.  But  let  me  go  back  to  your  original  statement. 
I  know  my  time  is  up,  Mr.  Chairman,  but  let  me  follow  up  with 
this,  please.  If  you  go  back  to  your  previous  statement,  then,  that 
there  is  no  incentive  in  government  and  there  is  no  incentive  to 
doing  this  thing — we  are  a  bureaucracy,  in  effect,  is  what  you  are 
sajdng  and  we  can't  do  these  things  right — then  what  alternative 
is  there?  I  have  either  got  to  do  it  or  somebody  outside  has  to  do 
it.  We  can't  give  up  collecting  revenue. 

Ms.  Stillman.  I  think  oversight  agencies  can  help  a  great  deal 
and  the  appropriations  committees  themselves  can  help  a  great 
deal. 

Senator  Glenn.  Well,  we  have  got  an  in  with  the  Appropriations 
Committee.  He  is  right  here.  Are  you  going  to  say  we  cut  their 
budget  or  we  increase  their  budget? 

Ms.  Stillman.  Actually,  what  I  was  going  to  say  is  that  they 
need  to  explain  to  you  in  convincing  terms  what  they  need  to  oper- 
ate effectively,  not  to  build  major  systems  now,  but  to  operate 
doing  business  as  they  do  today.  They  can  give  you  that  number. 

For  developments  over  and  above  that,  I  think  they  should  have 
to  justify  them  to  you  one  at  a  time  in  the  form  of  requests  for  sup- 
plemental appropriations.  As  they  develop  successful  systems  and 
as  they  give  you  cause  to  increase  your  confidence  in  their  ability 
to  develop  them,  you  can  increase  their  budget.  If  they  can  do 
small  things  well,  I  am  sure  it  will  be  more  believable  that  they 
can  do  the  large  things  well. 

Senator  Glenn.  Well,  back  10  or  12  years  ago  when  we  started 
TSM — what  was  it,  10  years  ago,  1985,  1986,  when  we  started  that 
TSM  idea? 

Mr.  DODARO.  It  is  10  years,  about  1986,  right. 

Senator  Glenn.  We  bought  into  the  concept — and  I  am  way  over 
my  time,  Mr.  Chairman — we  bought  into  the  concept  and  so  it  did 
run  through  here.  We  approved  it  and  we  thought  they  could  do  it. 

Mr.  DoDARO.  I  think  the  key  issue.  Senator,  is  that  we  don't 
modernize  for  modernization's  sake.  There  is  an  allure  there  with 
a  lot  of  the  potential  of  information  technology  and  we  rush  to  do 
that,  and  what  the  Congress  really  needs  to  do  is  say  what  is  going 
to  be  improved  through  taxpayer  service?  What  quantifiable  or 
qualitative  performance  and  ability  of  IRS  to  do  its  mission  more 
effectively  is  going  to  be  achieved,  and  is  it  worth  the  cost  that  is 
associated  with  it? 

Senator  Glenn.  Just  a  one-word  answer.  Is  civil  service  part  of 
the  problem? 

Ms.  Stillman.  I  am  not  sure  they  are  a  critical  part  of  the  prob- 
lem because  there  are  industrial  concerns  and  private  industry  con- 
cerns that  do  badly  as  well. 

Mr.  DODARO.  It  is  not  the  basic  problem. 
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Ms.  Stillman.  I  don't  think  that  is  the  problem. 
Chairman  Stevens.  Senator  Pryor? 

OPENING  STATEMENT  OF  SENATOR  PRYOR 

Senator  Pryor.  Well,  let  me  take  up  there,  if  I  might.  What  is 
the  basic  problem,  then,  if  the  civil  service  is  not?  I  bet  this  ques- 
tion has  been  asked.  What  is  the  basic  problem? 

Mr.  DODARO.  Well,  there  are  two  basic  areas.  One  is  a  manage- 
ment problem. 

Senator  Pryor.  All  right. 

Mr.  DODARO.  And  it  needs  to  be  put  in  place  in  terms  of  having 
an  effective  business  strategy  that  makes  sense  and  that  is  going 
to  produce  a  return  and  improvement  on  your  mission  and  your 
performance.  That  management  process  also  involves  rigorous  in- 
vestment control  techniques  that  you  can  put  in  before  you  make 
the  investment,  that  you  are  sure  that  the  cost  is  going  to  stay 
within  the  cost  that  is  achieved  and  you  are  going  to  get  the  bene- 
fits out  of  it. 

Then  there  is  a  technical  side  of  this.  We  mentioned,  Senator,  be- 
fore you  came  in  that  IRS'  ability  to  develop  software  in-house  is 
at  the  lowest  level  on  a  five-scale  level  set  up  by  the  Software  Engi- 
neering Institute.  That  means  that  they  don't  have  good  confidence 
that  they  could  build  systems  in  a  repeatable  fashion  using  all  the 
resources  that  are  available  to  them  and  they  need  to  have  efforts 
in  place  to  manage  software  requirements  and  software  quality  as- 
surance programs.  So  there  are  technical  issues  throughout,  and 
that  is  just  one  example,  and  there  are  managerial  issues. 

Senator  Pryor.  One  problem  you  did  not  mention  that  I  will 
mention  is  that  one  of  the  problems  is  us,  and  when  I  say  us,  I  am 
talking  about  the  Congress.  I  don't  think  that  we  engage  in  enough 
oversight.  I  think  we  appropriate  the  money  for  the  Internal  Reve- 
nue Service  and  we  have  a  hearing  on  privacy  issues,  or  whatever. 
I  have  participated  in  several  hearings  in  the  Finance  Committee 
regarding  the  new  computer  age  of  the  Internal  Revenue  Service 
and  tax  collection  efforts. 

Frankly,  people  kind  of  go  to  sleep  and  yawn  and  we  say,  OK, 
let's  give  them  $2  billion  more  or  $3  billion  more.  It  was  almost 
like  Vietnam.  We  are  in  there  to  stay  and  let's  just  give  a  little 
more  money  and  hopefully  we  will  eventually  win.  We  don't  engage 
in  oversight  of  the  IRS  to  the  necessary  extent,  and  I  must  say  that 
I  think  some  of  the  blame  is  ours. 

The  second  thing — and  I  got  in  when  Senator  Glenn  was  talking 
about  the  mind  set  of  the  Internal  Revenue  Service.  I  think  that 
we  have  got  to  realize  that  a  commissioner  of  the  Internal  Revenue 
Service  stays  in  that  job  on  the  average  of  2.5  years  and  then  he 
or  she  is  gone.  The  IRS  commissioner  gets  to  hire  about  five  people. 
The  117,000  other  IRS  employees  stay  in  place. 

Now,  it  is  going  to  take  a  miracle  worker  for  a  commissioner  to 
come  into  that  job,  determine  what  the  problem  is,  digest  what  the 
problem  is  and  then  try  and  find  a  solution.  Then  about  the  time 
they  start  sort  of  getting  a  hold  of  it,  they  are  gone.  I  think  that 
is  part  of  the  problem.  I  don't  know  if  there  is  a  cure  for  that,  but 
I  think  oversight  right  now  is  something  that  we  should  engage  in 
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more.  I  compliment  the  Chairman  for  holding  this  hearing  on  the 
IRS  and  looking  into  this  to  see  if  we  c£in't  rectify  this. 

Mr.  DODARO.  I  think,  Senator,  on  your  two  points — first,  on  over- 
sight, I  think  it  is  essential  and  I  think  more  needs  to  be  done. 
Also,  this  Committee  is  to  be  congratulated.  The  oversight  tools  in 
this  past  year  through  amending  the  Paperwork  Reduction  Act  and 
also  the  information  technology  management  reform  legislation 
really  puts  in  place  a  good  set  of  tools  that  the  Congress  can  use, 
as  it  has  put  in  place  in  the  Chief  Financial  Officers  Act  in  the  fi- 
nancial arena. 

So  I  think  the  foundation  has  been  laid  now  to  bring  into  legisla- 
tive requirements  good,  modern  management  practices  for  informa- 
tion technology,  and  what  needs  to  be  done  is  to  have  the  oversight 
to  ask  the  tough  questions  and  to  require  the  data  to  be  put  in 
place.  Everything  I  have  talked  about  today  in  terms  of  the  man- 
agement of  the  process,  the  investment  controls,  all  that  data — all 
of  that  is  now  imbedded  in  legislation  and  what  needs  to  be  done 
is  to  follow  up  to  make  sure  it  is  implemented. 

On  the  issue  of  turnover,  I  think  we  are  making  here  is  that  if 
these  things  are  broken  down  into  modular  components,  2  years 
should  be  plenty  of  time  to  go  in  and  look  at  what  has  been  imple- 
mented, to  have  a  good  process  in  place  to  evaluate  that,  and  to 
follow  through.  We  have  also  suggested,  and  the  legislation  calls 
for,  a  good  management  team  to  be  put  in  place  to  assist  the  com- 
missioner, to  have  a  chief  information  officer  with  the  qualifications 
that  can  provide  assistance. 

So  you  do  need  some  continuity.  You  do  need  leadership  talent 
in  a  team,  but  in  a  short  period  of  time,  if  the  right  questions  are 
asked  and  the  tough  questions  are  asked,  I  think  you  can  achieve 
something. 

Senator  Pryor.  My  warning  light  is  on  and  I  will  just  make  one 
other  comment,  if  I  may,  before  the  red  light  goes  on.  I  think,  Mr. 
Chairman,  we  are  also  going  to  have  new  areas  to  look  at  if  we  ac- 
tually implement  something  the  Congress  approved  recently,  which 
I  think  we  are  going  to  come  to  regret,  and  that  is  to  allow  the  IRS 
to  use  private  collection  services  and  law  firms  to  collect  back 
taxes.  To  me,  this  is  going  to  get  us  in  great  trouble.  It  is  going 
to  violate  the  very  basic  confidentiality  rights  of  the  taxpayers. 

I  won't  be  here,  but  I  hope  that  Congress  will  exercise  a  lot  of 
oversight  in  that  area  before  it  takes  off  and  really  gets  a  lot  of 
people  not  only  embarrassed,  but  embroiled  in  situations  that  don't 
have  to  exist.  I  am  scared  to  death  of  trying  to  have  our  tax  collec- 
tion farmed  out  and  privatized,  and  I  think  it  is  a  very,  very  grave 
threat  to  confidentiality. 

Thank  you. 

Chairman  Stevens.  Thank  you.  Senator.  I  assure  you  you  will 
be  here  if  you  want  to  be  here  because  we  are  going  to  go  through 
this  through  the  year.  I  think  this  is  one  of  the  major  projects  that 
affects  the  country  and  we  should  continue  this  oversight  not  just 
from  this  business  of  the  basic  reports  of  the  audits,  but  I  want  Mr. 
Dodaro  and  the  Council  to  help  us  say  who  should  we  bring  in  here 
and  look  into  this  about  what  went  wrong  here. 

We  may  see  some  basic  changes  in  the  laws,  is  what  I  am  looking 
at,  and  this  is  my  watch.  Next  year,  I  may  be  in  another  watch. 
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God  willing,  but  we  will  continue  it.  One  of  my  good  friends  told 
me,  you  don't  want  to  do  this,  Stevens;  you  don't  want  to  get  in- 
volved in  investigating  the  IRS.  But  that  is  one  of  the  things  we 
are  just  going  to  have  to  do. 

Incidentally,  gentlemen,  I  promised  the  commissioner  she  would 
be  on  by  10:45,  so  we  will  just  finish  up  this  panel  if  we  can.  Let 
me  just  ask  you  one  quick  question,  Ms.  Willis.  What  went  wrong 
on  the  program  side  of  this?  Is  that  your  function? 

Ms.  Willis.  Yes,  sir.  Where  we  get  involved  in  TSM  is  in  looking 
at  whether  the  systems  that  are  designed  and  put  in  place  actually 
help  IRS  achieve  its  program  goals.  We  are  specifically  interested 
in  such  things  as  whether  the  telephones  are  getting  answered 
more  frequently  and  quickly  for  taxpayers,  whether  the  forms  and 
notices  that  go  out  are  more  comprehensible  to  taxpayers  because 
of  tax  systems  modernization. 

What  we  are  finding  in  a  number  of  sireas  is  that  we  are  not  re- 
ceiving the  benefits  yet;  that  there  have  been  some  marginal  im- 
provements in  some  areas,  but  that  accessibility  continues  to  be  a 
problem,  that  people  continue  to  have  problems  understanding 
basic  notices  from  the  IRS,  and  that  the  level  of  customer  service 
being  received  by  taxpayers  is  not  what  they  have  come  to  expect 
from  the  private  sector. 

Chairman  STEVENS.  Thank  you.  Mr.  Holloway,  are  you  finished 
with  the  audits  now? 

Mr.  Holloway.  I  wish.  Not  yet.  Basically,  we  are  under  a  lot  of 
restraints  in  just  getting  information  to  conclude  the  audits. 

Chairman  Stevens.  When  do  you  think  you  will  be  finished  with 
those? 

Mr.  Holloway.  Shortly  after  we  get  the  information  from  the  In- 
ternal Revenue  Service.  It  is  difficult  to  say.  Where  we  are  at  right 
now  is  at  a  point  where  we  are  awaiting  a  lot  of  information  to  re- 
solve differences,  or  what  we  typically  call  exceptions,  either  favor- 
ably or  unfavorably,  to  bring  final  results  and  conclusions  to  the 
work. 

We  still  have  not  received  the  financial  statements  on  the  custo- 
dial side,  which  is  the  revenue  and  the  receivables.  We  have  not 
yet  received  a  full  complement  of  the  financial  statements  on  the 
administrative  side.  So  it  is  difficult  to  conclude  at  least  until  you 
see  the  full  breadth  of  financial  statements  that  our  opinion  is 
based  on. 

Chairman  STEVENS.  Well,  this  is  what  I  would  like  to  do,  and  I 
will  yield  to  Senator  Glenn  and  Senator  Pryor.  Mr.  Dodaro,  I  would 
like  to  go  ahead  now  in  the  future  and  take  Dr.  Stillman's  team 
and  bring  them  in  here  and  have  us  get  the  IRS  group  in  here  that 
reviewed  her  recommendations  and  find  out  why  they  were  not  im- 
plemented. 

Ms.  Willis,  I  want  to  get  you  in  here  and  have  your  people  with 
the  program  aspects  and  outline  the  deficiencies  in  this  program 
concept. 

Mr.  Holloway,  I  hope  you  are  going  to  give  a  date  one  of  these 
days  when  the  audit  will  be  finished  because  once  you  are  finished, 
then  I  want  you  to  come  in  here  and  have  the  people  from  IRS  tell 
us  where  they  disagree  with  the  audits  and  what  we  are  going  to 
do  about  it. 
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I  think  it  is  essential  that  we  push  IRS  to  get  into  the  21st  Cen- 
tury along  with  everyone  else,  but  in  a  way  that  we  don't  have  peo- 
ple dealing  with  machines  only.  I  will  talk  about  that  later. 

Senator  Glenn? 

Senator  Glenn.  Thank  you,  Mr.  Chairman. 

Where  is  0MB  in  all  this?  They  were  supposed  to  be  managing 
some  of  this,  or  overseeing  it  and  giving  advice,  and  so  on.  We  did 
away  with  the  Brooks  Act  on  computer  acquisition.  It  seems  to  me 
it  is  up  to  0MB  to  do  some  oversight  of  this.  Have  they  done  any- 
thing? 

Mr.  DODARO.  I  think  0MB  shares  in  some  of  the  problem  here. 
I  think  they  have  been  approving  large  budgets  for  IRS  without  re- 
quiring enough  information  to  make  decisions  that  are  going  to 
produce  the  benefits.  0MB  has  a  new  investment  guide  out  asking 
the  right  questions  based  upon  the  best  practices  research  we  did 
of  the  private  sector,  but  they  need  to  use  that  guide  as  it  relates 
to  IRS  and  really  make  some  tough  decisions. 

Senator  GLENN.  What  has  happened  on  accounts  receivable?  As 
I  understand  it,  it  has  gone  up  from  $29  to  $34  billion  last  year. 
Why  is  that,  not  enough  agents,  or  what  is  the  deal? 

Mr.  DoDARO.  I  am  going  to  ask  Mr.  Holloway  to  talk  about  that. 

Mr.  Holloway.  I  would  answer  you  a  couple  of  ways.  The  fun- 
damental problem  with  accounts  receivable  is  what  underpins  the 
fundamental  problems  of  financial  management  at  IRS.  Your  very 
question  articulates  the  core  problem.  Because  of  the  way  their 
records  are  set  up,  they  can't  adequately  explain  whether  it  has 
gone  up  or  down  or  why  it  has  gone  up  or  down.  Most  of  those  are 
statistical  projections.  They  do  not  have  the  capacity  to  separate 
from  their  compliance  assessments  their  true  receivables. 

One  of  the  big  problems  you  have  with  receivables,  period — if  you 
can  make  the  analogy  or  comparison  to  the  private  sector,  in  a  pri- 
vate sector  environment  you  would  have  an  individual  subsidiary 
record  of  accounts  receivable  of  who  owed  you  the  money  and  you 
would  design  your  collection  efforts  to  go  get  that  money. 

IRS  has  those  things  commingled  with  some  of  the  compliance 
initiatives  that  they  have,  one  of  which  was  the  type  talked  about 
earlier  with  the  Alaskan  panel  where  they  talked  about  what  is 
typically  called  a  substitute  for  return.  Those  aren't  designed  to  be 
receivables  to  be  collected,  and  I  think  there  is  some  question.  Sen- 
ator, at  least  on  the  amounts  that  we  talk  about  being  collectible, 
how  much  of  that  isn't  already  set  up  to  be  collected  or  represents 
a  deferred  amount  that  is  owed. 

Senator  Glenn  OK.  In  the  1997  budget  request,  there  is  in- 
cluded $359  million  for  a  revenue  enhancement  initiative.  That  will 
provide  for  over  3,800  new  enforcement  full-time  employees,  bring- 
ing the  total  level  to  about  69,000.  Are  all  those  3,800  FTEs  going 
into  compliance? 

In  times  past,  I  remember  8  or  10  years  ago  we  got  them  some 
new  agents  over  there  when  they  wanted  new  agents  and  wound 
up  that  about  two-thirds  of  them  went  into  administrative  func- 
tions. So  we  sort  of  raised  cain  the  next  year  and  that  didn't  hap- 
pen again,  but  that  is  way  back;  that  is  8  or  10  years  ago  now. 

These  3,800  new  enforcement  FTEs — do  you  recommend  that  we 
approve  that? 
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Ms.  Willis.  Senator,  we  think  there  are  a  couple  of  things  that 
the  Congress  should  consider  before  it  approves  the  revenue  en- 
hancement initiative.  First,  as  you  recall,  prior  to  1995,  IRS  suc- 
cess in  using  that  money  to  finance  compliance  initiatives  was  ac- 
tually limited.  Typically,  the  money  went  to  fund  other  unfunded 
budget  issues,  and  therefore  very  little  of  the  money  actually  went 
to  fund  compliance  positions. 

The  Congress  addressed  this  issue  in  1995  when  it  fenced  the 
compliance  initiative  and  required  that  IRS  spend  that  money  for 
compliance  positions,  etc.  So,  that  would  be  one  thing  the  Congress 
would  want  to  consider  doing  again. 

Senator  Glenn.  Would  you  think  the  3,800  positions  would  be 
good  if  we  fenced  it  and  said  these  are  to  be  compliance  people,  pe- 
riod, nothing  for  administrative  purposes  and  things? 

Ms.  Willis.  You  would  want  to  fence  the  money  around  that,  but 
recognizing  that  within  the  3,820  for  the  revenue  initiative,  that  is 
offset  by  a  reduction  that  is  in  the  baseline  budget  of  approxi- 
mately 1,300  positions  in  the  collections  area.  So  within  the  budget, 
you  only  actually  have  a  net  of  about  2,500. 

Senator  Glenn.  You  mean  we  are  firing  1,300  while  we  are  hir- 
ing 3,900,  is  that  right? 

Ms.  Willis.  Well,  I  am  not  sure  we  are  firing  people,  but  we  are 
reducing  the  number  of  positions  in  that  area. 

Mr.  HOLLOWAY.  If  I  could  amplify  on  one  of  her  statements, 
though,  I  would  like  in  the  compliance  initiative — similar  to  the 
discussion  we  had  on  TSM,  I  think  the  difficulty  of  judging  whether 
to  approve  or  not  approve  that  is  a  lack  of  information,  and  if  we 
continue  to  make  decisions  about  budgetary  dollars  without  better 
information,  I  just  don't  think  that  is  a  good  investment. 

It  is  not  a  question  of  whether  or  not  it  will  result  in  revenues 
because  I  don't  think  at  this  point  anybody  can  tell  because  I  don't 
think  there  is  sufficient  information  to  determine  that.  I  think  that 
the  demand  has  to  be  on  better  information  and,  to  use  the  phrase 
that  Dr.  Stillman  talked  about,  a  clear  justification  that  dem- 
onstrates that  you,  in  fact,  are  going  to  get  the  outcome.  I  would 
argue  that  without  better  information,  you  don't  know  if  you  don't 
have  too  many  already. 

Senator  Glenn.  Well,  OK.  My  time  is  up. 

Chairman  Stevens.  Senator  Pryor,  do  you  have  any  further 
questions? 

Senator  Pryor.  I  just  have  one  question.  Senator  Glenn  may 
want  to  take 

Chairman  Ste\^ns.  We  are  trying  to  get  to  the  commissioner. 
We  told  her  we  would  get  to  her  at  10:45. 

Senator  Pryor.  How  many  employees  does  IRS  have  today  ver- 
sus, say,  1  year  ago?  Do  you  have  a  figure  on  that? 

Mr.  HoLLOWAY.  IRS  could  better  speak  to  that,  but  I  would 

Senator  Pryor.  We  will  ask  the  commissioner  that. 

Mr.  HOLLOWAY.  I  think  they  can  probably  provide  a  more  accu- 
rate number.  I  know  it  was  over  100,000. 

Senator  Pryor.  OK.  I  was  going  to  try  to  compare  if  there  is  a 
reduction  of  Federal  personnel  and  an  increase  of  those  in  the  pri- 
vate sector  being  contracted  to  perform  services.  I  was  just  trying 
to  get  a  little  picture  of  that.  I  know  in  the  Treasury  Department, 


42 

I  think  the  number  of  employees  is  down,  but  the  number  of  pri- 
vate contractors  is  up,  if  I  am  not  mistaken,  which  seems  to  be  a 
trend  throughout  the  Federal  Government. 

Thank  you,  Mr.  Chairman,  for  holding  the  hearing. 

Chairman  Ste\^NS.  Mr.  Dodaro,  let  me  again  go  over  this,  if  you 
will.  Dr.  Stillman,  I  would  like  to  turn  to  you  at  the  next  hearing 
with  your  team  and  get  the  people  in  from  IRS  who  are  supposed 
to  respond  to  your  recommendations  and  let's  find  out  why  they 
didn't.  That  would  be  late  April. 

In  early  May,  Ms.  Willis,  I  would  like  to  get  into  a  definition  of 
what  was  the  program  supposed  to  accomplish  and  let's  see  what 
it  has  accomplished  or  whether  it  can  accomplish  that. 

By  that  time,  Mr.  Holloway,  I  hope  the  audit  is  finished  and  you 
can  tell  us  why  the  IRS  can't  have  the  same  precision  that  they  re- 
quire of  all  of  us. 

Mr.  Holloway.  I  am  certain  by  that  time  it  will  be  finished. 

Chairman  Stevens.  Mr.  Dodaro,  we  will  wind  up  with  a  hearing 
with  you  some  time  in  early  June  to  see  where  we  are  going  from 
now  on  because  by  that  time  we  will  get  to  the  appropriations  and 
we  will  have  to  decide  what  we  are  going  to  do  in  next  year's  ap- 
propriations. 

Mr.  Dodaro.  We  will  be  glad  to  assist  in  any  way  we  can,  Mr. 
Chairman. 

Chairman  Stevens.  Thank  you. 

Mr.  Dodaro.  Thank  you. 

Chairman  Stevens.  Now,  we  will  turn  to  the  commissioner,  and 
I  want  to  say.  Commissioner,  it  is  no  disrespect  that  we  did  not  call 
you  first.  It  is  just  that  it  was  my  opinion  that  some  of  these  things 
ought  to  be  out  in  front  of  all  of  us  before  we  discussed  the  problem 
with  you. 

Ms.  Richardson,  Senator  Pryor  said  that  you  would  have  to  be  a 
miracle  worker  to  take  over  this  task,  and  I  understand  you  volun- 
teered to  be  a  Joan  of  Arc  all  right.  I  do  want  to  say  at  the  outset 
that  I  appreciate  your  courtesy  in  the  way  you  have  dealt  with  this 
Committee  in  responding  to  our  calls  and  understanding  what  we 
feel  has  to  be  our  mission  with  regard  to  this  problem  that  is  like 
a  virus  that  has  entered  into  your  agency.  I  understand  that  it  is 
a  very  difficult  thing  to  try  and  correct  that  from  the  position  that 
you  hold. 

We  would  be  very  pleased  to  have  your  statement.  I  apologize 
that  we  are  just  a  little  bit  late  in  the  time  that  we  told  you  we 
would  be  available  for  your  testimony.  It  is  a  difficult  problem.  It 
is  one  you  inherited.  We  don't  want  to  cast  any  aspersions  on  what 
you  have  tried  to  do,  but  we  would  like  to  have  your  statement  as 
to  what  is  going  on  at  the  IRS  with  regard  to  these  matters  we 
have  discussed  so  far. 
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TESTIMONY  OF  MARGARET  MILNER  RICHARDSON,  COMMIS- 
SIONER, INTERNAL  REVENUE  SERVICE;  ACCOMPANIED  BY 
MICHAEL  P.  DOLAN,  DEPUTY  COMMISSIONER;  JUDY  VAN 
ALFEN,  ASSOCIATE  COMMISSIONER  FOR  MODERNIZATION; 
JIM  DONELSON,  CHIEF,  TAXPAYER  SERVICES,  AND  ACTING 
CHIEF  COMPLIANCE  OFFICER;  AND  TONY  MUSICK,  CHIEF  FI- 
NANCIAL OFFICER 

Ms.  Richardson.  Thank  you,  Mr.  Chairman  and  Senator  Pryor. 
I  am  pleased  to  be  here  this  morning  to  be  able  to  talk  about  two 
of  our  most  critical  responsibilities. 

Chairman  Stevens.  Would  you  first  identify  for  us  the  people 
with  you? 

Ms.  Richardson.  I  am  sony.  I  was  going  to  introduce  these  folks 
right  now.  I  have  with  me  Michael  Dolan,  who  is  the  Deputy  Com- 
missioner, who  is  on  my  immediate  left;  Judy  Van  Alfen,  who  is  the 
Associate  Commissioner  for  Modernization.  On  my  right  is  Jim 
Donelson,  who  is  the  Chief  of  Taxpayer  Services  and  Acting  Chief 
Compliance  Officer,  and  Tony  Musick  who  is  our  new  Chief  Finan- 
cial Officer. 

Chairman  Stevens.  Thank  you  very  much. 

Ms.  Richardson.  We  are  pleased  to  be  able  to  talk  about  both 
modernizing  tax  administration  and  the  implementation  of  the 
Chief  Financial  Officers  Act  of  1990. 

Modernizing  the  tax  administration  system  certainly  requires  an 
ongoing  effort  to  upgrade  technology,  to  improve  our  business  proc- 
esses, and  to  develop  a  flexible  organization.  These  three  items  are 
the  essence  of  modernization  and  we  are  tr)dng  to  modernize  on  all 
these  fi-onts.  Today,  I  really  do  want  to  focus,  though,  on  updating 
the  technology. 

We  have  undertaken  a  series  of  technology  modernizations 
projects  which  we  collectively  refer  to  as  the  Tax  Systems  Mod- 
ernization Program.  This  is  intended  to  modernize  our  information 
systems.  The  program  originally  began  in  1988  as  merely  an  effort 
to  replace  the  existing  technology,  which  at  that  time  dated  back 
a  number  of  years.  Since  that  time,  and  in  response  to  oversight 
from  this  Committee,  others  in  Congress,  as  well  as  the  GAG  and 
other  outside  critics,  we  have  redesigned  that  system.  We  have  re- 
designed it  to  assist  us  in  realizing  our  business  vision  in  the  year 
2001,  although  many  of  the  projects  under  our  modernization  pro- 
gram are  either  completed  or  scheduled  for  completion  before  then. 

That  program,  when  com.pleted,  will  enable  us  to  move  from 
paper  and  more  labor-intensive  processes  to  an  electronic  environ- 
ment and  to  help  us  more  effectively  accomplish  our  mission,  which 
is,  after  all,  to  collect  the  proper — and  I  always  underscore  "prop- 
er"— amount  of  revenue  at  the  least  cost  and  in  a  way  that  imposes 
the  least  burden  on  taxpayers.  The  TSM  projects  are  designed  to 
provide  more  accurate  and  timely  taxpayer  account  information  to 
enhance  our  customer  service  and  compliance  efforts,  while  reduc- 
ing the  number  of  contacts  between  taxpayers  and  the  IRS. 

Tax  administration  is  dependent  upon  the  receipt,  analysis  and 
utilization  of  information  submitted  by  taxpayers  and  other 
sources;  for  example,  employers  and  other  payers.  The  TSM 
projects  fall  into  three  broad  categories — those  that  will  facilitate 
our  ability  to  capture  data  more  effectively  and  efficiently,  those 
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that  will  improve  our  ability  to  store  and  analyze  data,  and  those 
that  will  distribute  and  use  the  data  to  improve  compliance  and 
customer  service.  All  the  systems  are  being  built  to  ensure  that 
confidential  taxpayer  information  will  be  protected  fi-om.  unauthor- 
ized access  and  use. 

Although  we  recognize  that  a  great  deal  of  work  remains  to  be 
done  in  updating  our  technology,  progress  has  been  made.  As  a  re- 
sult of  technology,  taxpayers  have  many  more  options  today  for  fil- 
ing their  returns  and  pa3ring  their  taxes.  For  example,  this  filing 
season  over  20  million  taxpayers  were  eligible  to  file  their  returns 
by  telephone  in  a  phone  call  that  would  take  less  than  10  minutes. 
To  date,  we  have  2.5  million  taxpayers  who  have  already  done  so. 
Three  years  ago,  that  was  merely  a  pilot  and  this  year  it  has  been 
expanded  nationwide. 

Today,  we  also  accept  payments  electronically  through  our  tax 
link  or  electronic  funds  transfer  payment  system  that  is  used  by 
employers  to  pay  employment  and  other  deposit  taxes.  In  1995, 
over  $232  billion  was  deposited  that  way,  which  was  a  significant 
increase  over  the  $6.2  billion  deposited  in  the  prior  year. 

Taxpayers  are  also  able  to  get  information  fi-om  us  in  many  dif- 
ferent ways  this  year  through  services  like  our  Internet  home  page 
and  our  fax  on  demand  service.  Technology  is  allowing  us  to  an- 
swer more  taxpayer  questions  and  handle  more  account  informa- 
tion on  a  first  call.  About  75  percent  of  the  time,  we  can  provide 
our  employees  with  the  information  they  need  to  resolve  a  tax- 
payer's account  question. 

Technology  is  also  changing  the  way  our  compliance  operations 
work.  The  integrated  collections  system,  which  provides  online  ac- 
cess to  current  account  information  to  revenue  officers,  was  used 
in  two  districts  last  year  and  it  increased  their  productivity  more 
than  30  percent.  That  productivity  translates  into  dollars  in  the 
bank.  In  1996,  seven  additional  districts  will  be  using  the  inte- 
grated collection  system  and  we  hope  to  have  it  fully  installed  na- 
tionwide by  1999. 

Our  investments  are  also  designed  to  put  a  new  infrastructure 
in  place.  A  number  of  the  initiatives  are  currently  underway  with 
substantial  long-term  benefits.  During  the  past  4  years,  we  have 
awarded  contracts  that  update  computer  center  hardware,  modern- 
ize operations,  and  allow  us  to  use  commercial  expertise  for  soft- 
ware and  hardware  support,  information  engineering,  tele- 
communications and  security.  As  of  today,  $1.7  billion  in  new 
equipment  and  software  has  been  installed  across  the  country. 

We  have,  as  you  have  heard  today,  benefitted  from  the  oversight 
of  the  GAO  and  the  National  Research  Council.  On  balance,  we 
agree  with  most  of  the  assessments  in  their  reports.  We  take  them 
very  seriously,  but  more  importantly  we  are  doing  something  about 
them.  During  the  past  year,  the  management  of  the  Tax  Systems 
Modernization  Program  has  changed  significantly.  Modernization 
management  has  been  centralized  under  the  Associate  Commis- 
sioner for  Modernization,  Judy  Van  Alfen,  who  has  been  given  the 
responsibility  and  the  authority  to  manage  and  control  consistently 
all  systems  development  and  reengineering  efforts  within  the  Inter- 
nal Revenue  Service. 
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In  September  of  1995,  the  Associate  Commissioner  became  re- 
sponsible for  formulation,  allocation  and  management  of  all  infor- 
mation system  resources,  and  by  that  I  mean  the  budget  as  well 
as  all  other  resource  expenditures.  In  response  to  criticisms  about 
the  lack  of  a  clear  plan  for  implementing  the  TSM  program  and  an 
adequate  anal3^ical  process  for  establishing  investment  priorities, 
we  have  put  in  place  an  investment  review  discipline  to  select,  con- 
trol and  evaluate  investment  decisions  that  are  based  upon  the 
GAO's  best  practices. 

An  integral  part  of  this  discipline  is  our  Investment  Review 
Board.  It  was  established  in  October  of  1995,  it  is  chaired  by  the 
Associate  Commissioner,  and  it  is  responsible  for  assessing  and 
prioritizing  information  systems  investments,  monitoring  progress 
of  spending  against  plans,  and  evaluating  the  results  of  those  in- 
vestments. In  addition,  we  recently  reexamined  our  entire  tech- 
nology modernization  program  to  ensure  that  information  tech- 
nology investments  produce  the  maximum  business  value.  Based 
on  the  results  of  this  review,  we  are  establishing  achievable  and 
manageable  priorities  for  the  next  5  years  and  we  are  trying  to 
break  them  down  into  chunks  that  are  manageable  so  that  we  can 
assess  where  we  are  and  what  we  are  doing  at  any  given  time. 

We  also  have  a  new  chief  information  officer,  Arthur  Gross,  who 
will  be  working  closely  with  the  Associate  Commissioner.  He  is 
most  recently  the  Deputy  Tax  Commissioner  responsible  for  sys- 
tems and  processing  in  New  York  and  he  will  be  joining  us  on  April 
15th. 

We  recognize  that  our  software  development  capabilities,  as  well 
as  those  of  our  contractors,  must  be  moved  to  the  CMM  Level  2 
and  we  have  taken  steps  in  that  direction.  All  our  contractors  are 
required  to  perform  at  a  level  that  produces  high-quality  software. 
We  are  also  improving  our  own  systems  development  capabilities 
to  ensure  that  the  TSM  program  is  developed  consistent  with  mod- 
ern processes  and  standards. 

Specifically,  we  are  enhancing  our  system  architecture  and  test 
plans  to  provide  the  critical  road  maps  for  developing  and  imple- 
menting fully  integrated  systems.  But  I  must  also  say  to  you,  Mr. 
Chairman,  that  our  information  systems  organization  has  consist- 
ently delivered  program  changes  that  accommodate  each  filing  sys- 
tem's requirements,  and  that  is  no  small  feat. 

A  vital  aspect  of  updating  our  technology  is  enhancing  our  capa- 
bilities to  safeguard  taxpayer  information.  We  concur  with  the 
NRC's  advice  regarding  the  security  of  tax  processing  systems  and 
the  privacy  of  tax  information.  Information  system  security  and  in- 
tegrity has  been  and  will  always  continue  to  be  one  of  the  highest 
priorities  for  the  Internal  Revenue  Service. 

I  have  issued  two  policy  statements,  the  Declaration  of  Privacy 
Principles  and  our  Information  Security  Plan,  and  based  on  similar 
recommendations  from  the  General  Accounting  Office,  we  recently 
completed  a  security  concept  of  operations  which  provides  an  IRS 
user's  view  of  the  security  capabilities  in  the  TSM  program  systems 
which  will  protect  taxpayer  data  from  unauthorized  access  or  dis- 
closure. Security  will  also  be  an  integral  part  of  our  information 
systems  architecture. 
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We  are  also  relying  heavily  on  private  sector  expertise  to  assist 
in  our  technology  modernization  projects.  We  have  developed  a 
plan  with  the  help  of  outside  experts,  from  other  government  agen- 
cies and  the  private  sector  to  aggressively  expand  the  work  of  our 
current  integration  support  contractor.  Under  this  new  approach, 
the  integration  support  contractor  will  assume  as  much  of  the  sys- 
tems integration  role  as  our  current  contract  permits.  This  will  in- 
clude the  architecture,  systems  engineering,  integration  and  test 
activities  that  are  essential  to  successfully  integrate  the  systems. 

I  mentioned  our  TeleFile  system.  We  have  developed  a  broad 
business  strategy  for  expanding  our  electronic  filing  program,  but 
we  also  have  other  options  this  year.  I  mentioned  the  TeleFile,  but 
as  of  March  22  we  had  about  102,000  taxpayers  who  have  filed 
using  a  third-party  transmitter  with  their  own  software  from 
home — a  significant  increase  over  the  1,000  that  filed  that  way  last 
year.  We  also  have  about  2  million  who  have  filed  using  the  so- 
called  1040  PC,  which  is  a  print-out  of  a  paper  document,  but  using 
software,  and  those  2  million  people  are  clearly  ready  for  electronic 
filing  as  well. 

I  might  skip  any  discussion  about  the  Chief  Financial  Officers 
Act  because  I  see  I  have  run  out  of  time,  but  I  did  want  to  touch 
on,  if  I  might,  with  your  indulgence,  Mr.  Chairman,  some  com- 
ments that  were  responsive  to  the  earlier  witnesses  from  the  State 
of  Alaska. 

As  I  mentioned  to  you,  I  did  not  have  their  testimony  and  wasn't 
aware  exactly  what  they  were  concerned  about  until  I  saw  it  late 
last  night.  But  I  think  both  Mr.  Street  and  Ms.  Anderson  pointed 
to  something  that  is  of  grave  concern  to  me  and  to  others  in  the 
Service,  and  that  is  how  we  can  have  the  most  effective  compliance 
programs. 

We  understand,  and  have  for  some  years,  that  we  cannot  rely 
just  on  enforcement  resources.  We  need  to  have  education  and  we 
need  to  get  out  in  the  community  and  make  sure  people  do  under- 
stand what  their  obligations  are.  That  is  why  we  have  spent  so 
much  time  working  with  the  State  of  Alaska  to  make  sure  that  not 
just  the  fisherman,  but  all  the  citizens  in  Alaska,  as  well  as  other 
parts  of  the  country,  understand  what  their  obligations  are  and 
how  we  can  go  about  making  sure  that  they  meet  them. 

The  efforts  to  reorganize  the  IRS  are  in  no  way  intended  to  do 
anything  other  than  enhance  our  ability  to  deliver  better  customer 
service  to  taxpayers,  as  well  as  better  and  more  effective  compli- 
ance. I  am  more  than  happy  and  will  commit  to  you  to  go  to  Alaska 
some  time  over  the  course  of  the  recess,  if  you  would  like,  and  sit 
down  with  you,  and  Mr.  Donelson  who  will  be  happy  to  come  with 
me,  I  am  sure.  We  can  sit  down  with  our  career  people  there  and 
make  certain  that  no  one  misunderstands  that  my  moving  the  dis- 
trict management  back  to  Seattle.  We  are  combining  63  district  of- 
fices into  33  across  the  country,  but  all  we  have  ever  done  is  in- 
tended to  move  the  management  layer — that  is,  the  district  director 
and  the  district  director's  immediate  staff — consolidate  those  staffs 
in  certain  locations. 

At  no  time  have  we  had  any  plans  to  diminish  our  commitment 
to  the  kinds  of  programs  that  we  have  in  Alaska,  and  if  there  is 
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any  misunderstanding  about  that,  I  will  be  more  than  happy  to 
personally  go  and  assure  that  there  isn't  a  misunderstanding. 

Chairman  Stevens.  Well,  thank  you  very  much  for  that,  Ms. 
Richardson.  I  think  Hawaii  has  got  a  similar  problem  and  I  am 
going  out  to 

Ms.  Richardson.  We  will  be  happy  to  go  to  Hawaii,  too,  I  guess, 
right?  [Laughter.] 

Chairman  STEVENS.  Well,  I  just  happen  to  be  going  out  there 
with  Senator  Inouye  on  some  problems  with  regard  to  the  defense 
structure  in  Hawaii,  and  then  to  Alaska  the  week  after  that,  but 
I  would  be  happy  to  sit  with  you  and  see  about  that. 

Ms.  Richardson.  I  wanted  to  assure  you  that  we  are  not  closing 
any  offices  in  Alaska.  All  we  are  doing  is  moving  the  district  direc- 
tor, consolidating  the  district  director  and  that  immediate  manage- 
ment staff  into  the  operation  in  Seattle. 

Chairman  Stevens.  But  to  a  certain  extent,  that  is  the  problem. 
It  was  a  very  innovative  district  director,  Mick  Allen,  who  worked 
together  with  what  your  people  called  the  special  procedures  chief 
and  the  State  of  Alaska  and  Mr.  Street's  organization  to  try  and 
work  out  a  way  to  deal  with  these  people  who  are  really  like  they 
are  in  a  fifth  world  country.  They  are  out  in  the  villages  of  Alaska. 
They  really  have  very  little  contact  with  our  government  and  very 
little  help  from  them. 

If  I  can  just  ask  one  question  about  that,  IRS  asked  for  and  got 
receipts  from  the  State  for  the  records  of  the  landings  of  the  people 
who  had  these  permits.  They  are  called  limited  entry  permits.  It 
then  took  that  information  and  force-filed  on  all  of  the  people  that 
had  the  fish  landings  for  whom  they  did  not  have  a  return.  That 
was  based  upon  a  gross  calculation  of  the  landings  that  were  made. 

There  was  no  inquiry  made  in  terms  of  the  number  of  people  in- 
volved on  the  boats.  Our  boats  are  joint  ventures.  The  individual 
members  of  the  crew  get  a  share.  It  has  been  determined  for  years 
that  the  crew  members  get  a  share,  the  boat  gets  a  share  to  pay 
the  expenses,  the  captain  gets  a  share,  and  if  there  is  a  separate 
owner,  the  owner  gets  a  share.  Now,  as  a  result,  the  machines 
cranked  out  a  whole  series  of  returns  and  we  have  had  just  nothing 
but  trouble  from  that  operation. 

Mick  Allen  set  up  a  task  force  and  we  were  about  ready  to 
straighten  it  out  and  his  duties  were  transferred  to  Seattle;  and  the 
thing  just  dropped  between  the  chairs.  We  are  getting  more  and 
more  mail  fi-om  those  people  involved  in  fishing. 

I  just  brought  these  people  down  to  show  an  example  of  what  is 
happening.  I  hope  you  don't  mind,  but  let  me  just  read  to  you  a 
statement  that  was  given  to  me  by  one  of  my  staff.  It  is  very  short. 
A  person  was  married  in  1989.  The  IRS  Philadelphia  office  sent  his 
wife  a  computer-generated  letter  saying  she  had  not  filed  a  tax  re- 
turn for  1993  under  her  maiden  name.  She  sent  a  response  to  the 
Richmond  office  where  she  lived  and  told  the  Richmond  office  that 
she  and  her  husband  filed  jointly  in  Richmond,  and  a  couple  of 
months  later  she  got  another  computer-generated  letter  threaten- 
ing action  and  penalties  if  she  didn't  file  for  1993. 

They  sent  a  copy  of  the  return  to  the  Richmond  office  to  show 
that  they  had  filed,  and  they  received  a  letter  fi-om  the  IRS  that 
they  were  filing  a  lien  and  attaching  their  house.  The  problem  was 
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they  called  the  IRS  office  to  try  and  clear  it  up  and  they  were  told 
by  the  Richmond  office  they  hadn't  received  the  responses.  The 
Richmond  office  said  its  computers  could  not  communicate  with  the 
Philadelphia  IRS  computers  and  the  Philadelphia  computers  were 
handling  the  non-compliance  program.  Therefore,  the  threatening 
letters  and  the  liens  came  from  the  compliance  office,  when  the  two 
offices'  computers  that  are  cranking  out  these  letters  couldn't  talk 
to  each  other. 

Now,  that  is  one  of  the  reasons  we  are  having  this  hearing,  Ms. 
Richardson.  Are  we  going  to  get  that?  Are  we  going  to  get  in  the 
position  where  people  are  going  to  be  literally  harassed  by  comput- 
ers and  not  be  able  to  handle  a  matter  by  dealing  with  the  office 
in  which  they  have  actually  filed  their  return? 

Ms.  Richardson.  Well,  that  is  certainly  not  our  goal.  Senator 
Stevens,  and  I  obviously  can't  speak  to  the  specific  situation. 

Chairman  Stevens.  No,  but  I  want  to  speak  about  the  general 
situation.  Do  you  know  that  the  Richmond  office  cannot  commu- 
nicate with  the  compliance  office  in  Philadelphia? 

Ms.  Richardson.  Not  to  my  knowledge.  Without  knowing  the 
specific  situation  or  what  you  are  referring  to. 

Chairman  Stevens.  No,  I  am  not  talking  about  their  problem.  I 
am  using  it  as  an  example.  Do  you  know  whether  or  not  the  Rich- 
mond office  can  communicate  with  the  compliance  ofiice  computers 
in  Philadelphia? 

Ms.  Richardson.  I  beheve  that  they  should  be  able  to. 

Chairman  STEVENS.  Mr.  Donelson,  should  this  have  happened? 

Mr.  Donelson.  Yes,  Senator,  the  people  in  Richmond  do  have  ac- 
cess to  the  information  in  our  Philadelphia  service  center  and  they 
should  be  able  to  do  that  communication. 

Chairman  Stevens.  Well,  I  am  told  that  this  couple's  bank  ac- 
counts were  attached.  There  was  a  lien  put  on  their  house.  They 
finally  were  able  to  get  Richmond  and  the  people  in  Philadelphia 
on  the  phone  at  the  same  time  and  work  it  out. 

Ms.  Richardson.  Senator  Stevens,  I  would  very  much  appreciate 
having  the  opportunity  to  look  into  that. 

Chairman  Stevens.  I  am  not  going  to  do  that  to  you  because  I 
don't  have  permission  to  go  into  them  either.  I  am  prohibited  from 
even  calling  those  people  to  find  out  whether  it  is  true  under  your 
procedure,  but  they  can  tell  me  the  general  problem,  and  the  prob- 
lem we  have  is  modernization  of  the  system. 

Ms.  Richardson.  Well,  one  of  the  benefits  that  has  happened 
over  the  last  several  years  is  that  we  have  been  able  to  increase 
the  ability  to  provide  information  nationwide  to  our  telephone 
assisters.  It  is  not  completely  in  place,  but  it  is  much  greater  today 
than  it  was  and  that  is  one  of  the  benefits  of  the  modernization  we 
have  in  place.  As  I  say,  I  can't  speak  to  the  exact  time  frame  and 
I  don't  know  those  precise  situations. 

Chairman  Stevens.  I  am  just  using  it  as  an  example  just  as  I 
tried  to  use  the  Alaska  system  as  an  example.  I  don't  see  why  any- 
one in  the  IRS  would  feed  into  a  computer  the  gross  landings  of 
fishermen  and  then  proceed  to  file  tax  returns  on  the  person  who 
was  in  charge  of  that  boat,  the  captain,  and  then  start  the  process 
of  attaching  and  everything  else  based  on  that  gross  analysis  with- 
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out  looking  at  the  cost  of  doing  business  and  whether  the  fish  actu- 
ally belonged  to  that  person. 

I  mean,  they  didn't  examine  the  system  of  the  business  that  they 
were  assessing,  and  in  this  situation  I  don't  see  how  we  can  deal 
with  the  problem  of  people  getting  married,  filing  a  joint  return, 
and  the  computer  in  Philadelphia  cranking  it  out  and  sajring,  look, 
you  didn't  file  a  return  for  1993.  Why  are  we  loading  up  computers 
to  tell  taxpayers  that  they  haven't  filed  a  return  without  some  in- 
quiry in  the  first  instance  of  why  they  didn't  file?  The  computers 
started  the  threatening  letters  and  the  lien  on  the  house  started 
out  and  the  attachment  on  the  bank  accounts  started  out  and  the 
woman  had  been  legally  married  and  filed  a  return  in  Richmond. 

Ms.  Richardson.  Mr.  Chairman,  I  can't  address  that  situation 
because  I  don't  know  the  facts.  We  do  make  mistakes,  and  I  would 
be  the  first  to  admit  we  do  make  mistakes. 

Chairman  STEVENS.  I  am  not  dealing  with  the  instance,  Ms. 
Richardson.  I  am  trying  to  talk  about  the  interface  of  your  offices. 
Is  that  going  to  be  possible  that  that  is  going  to  happen  to  individ- 
uals that  one  compliance  office  in  Philadelphia  is  not  going  to  be 
interfaced  with  the  place  where  people  file  their  returns? 

Ms.  Richardson.  It  should  be  today,  and  even  more  information 
will  be  available  over  the  next  several  years.  So,  yes,  they  should 
be  interfaced. 

Mr.  Dolan.  Senator  Stevens,  could  I  beg  your  indulgence  for  just 
a  moment? 

Chairman  STEVENS.  Yes,  sir. 

Mr.  Dolan.  Maybe  to  deal  with  both  ends  of  your  question,  Rich- 
mond and  Philadelphia,  first,  the  environment  in  which  we  operate 
today  and  the  environment  we  seek  to  change  through  moderniza- 
tion is  a  highly  segmented  one.  By  that,  I  mean  we  used  to,  up 
until  very  recently,  only  be  able  to  access  a  person's  account  within 
the  individual  service  center  in  which  they  filed.  So  if  they  happen 
to  move  in  the  meantime  or  even  happened  to  call  us  and  get  a 
busy  signal  in  that  area,  and  then  tried  to  shift  their  call  to  some 
other  part  of  the  country,  our  assisters  on  the  fi-ont  line  had  no  op- 
portunity to  access  their  data.  We  have  changed  that  in  the  last 
couple  of  years,  so  that  this  is  one  threshold  that  modernization 
has  actually  brought  us  closer  to  the  reality  you  want  to  see  us  in. 

The  other  one  is  that  we  have  had  collection  systems,  and  we 
have  had  taxpayer  assistance  systems.  However,  we  have  histori- 
cally had  systems  that  grew  up  over  time  that  did  not  automati- 
cally communicate  with  each  other.  Some  of  them  updated  each 
other  week  in  and  week  out.  So  if  transactions  occurred  within  that 
week,  you  literally  had  the  opportunity  to  have  two  separate  IRS 
systems  thinking  diff'erently  about  the  status  of  that  account. 
Again,  this  is  a  bridge  that  we  are  exactly  trjdng  to  achieve  with 
our  modernization. 

Today,  we  still  have  some  pockets  of  those  systems  anomalies 
where,  depending  upon  the  timing  of  a  notice  or  the  timing  of  a 
transaction  with  us,  we  are  not  fully  integrated  and  do  have  some 
of  those  segmentations  that  would  still  put  us  in  a  position  of  hav- 
ing the  potential  of  giving  a  person  two  separate  answers.  We  are 
desperately  trying  to  get  past  this  point.  That  is  one  of  the  biggest 
things  that  modernization  does  for  us. 
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If  I  could  go  back  to  the  other  end  of  your  Alaska  example,  Sen- 
ator. One  part  of  your  example  is  the  notion  that  the  machine  is 
the  interactor  with  the  person.  Before  we  ever  do  anything  that  has 
been  called  a  forced  filing  by  the  Committee,  but  what  we  would 
call  a  substitute  for  return,  we  make  multiple  attempts  to  get  that 
taxpayer  to  come  in  and  file  themselves.  We  send  three  to  four  no- 
tices, spread  over  a  significant  period  of  time,  that  try  to  encourage 
that  person  to  file,  as  they  understand  their  facts  to  be,  before  we 
ever  do  an3d;hing  on  their  behalf. 

Subsequently,  what  we  do  is  put  together  a  proposed  filing  and 
send  it  to  the  taxpayer  as  our  estimate  of  what  we  think  their  in- 
come and  their  expenses  are.  I  would  tell  jou  that  the  substitutes 
for  returns  do  not  just  take  gross  income — it  does  indeed  try  to  es- 
timate expenses — and  I  believe  we  typically  look  to  industry  aver- 
ages to  try  to  associate  a  set  of  expenses  with  the  gross  income. 

However,  the  industry  standard  may  not  apply  to  that  taxpayer 
and  the  taxpayer  is  invited  to  tell  us  it  doesn't  and  can  come  in 
and  file  a  proper  return.  Even  when  we  initiate  this  substitute  for 
return,  nowhere  in  the  process  do  we  discourage — as  a  matter  of 
fact,  we  encourage  the  taxpayer,  if  the  substitute  for  return  is  not 
right,  to  come  in  and  file  it  correctly. 

It  is  generally  after  many  months — on  the  front  end,  asking  the 
taxpayer  to  file  a  return,  and  in  the  middle,  making  a  proposal  and 
asking  for  a  response,  and  then  multiple  contacts  generally  from 
somebody  on  a  telephone  and  then,  if  possible,  somebody  in  the 
field  asking  for  the  taxpayer  to  pay — before  we  ever  levy  or  do  the 
forcible  kind  of  action  that  has  been  mentioned. 

I  think  the  picture  that  suggests  we  have  an  interaction  that  is 
exclusively  machine-based  and  doesn't  care  about  the  particulars  of 
the  individual  is  a  characterization  that  I  don't  think  is  accurate. 
It  clearly  is  not  the  best  way  for  either  the  individual  or  for  the 
government  to  come  to  terms,  as  early  as  possible,  as  to  what  is 
the  right  amount  of  tax  and  how  we  get  it  paid.  This  is  why  the 
good  efforts  of  your  first  witnesses — along  with  our  Alaska  effort, 
to:  try  to  get  the  outreach;  try  to  take  all  of  that  pain  out  of  the 
process;  try  to  get  the  filing  as  early  as  possible;  and,  try  to  get  it 
from  the  taxpayer's  records  and  not  go  through  this — is  exactly  our 
objective  as  well.  I  didn't  want  to  leave  standing  what  I  feared  may 
have  been  a  little  mis-impression  about  the  way  the  machines  or 
our  policy  addresses  that  kind  of  a  problem. 

Chairman  Stevens.  Well,  if  you  are  not  getting  that  from  the 
people  who  deal  with  you,  we  are  getting  it  from  the  people  that 
deal  with  you  that  they  believe  that  the  machines  are  dealing  with 
them  in  a  way  that  just  doesn't  give  them  a  chance.  I  will  ask  if 
we  could  get  the  people  who  are  involved  with  that  to  get  in  touch 
with  you. 

Again,  I  am  not  trying  to  do  anything  other  than  raise  the  ques- 
tion of,  in  the  period  when  this  TSM  goes  forward,  are  we  going 
to  have  a  series  of  independent  computer  operations  located — one 
being  a  compliance  section,  one  being  a  filing  section,  one  being  an 
audit  section,  and  not  have  the  ability  of  individuals  to  know  where 
they  are  in  this  system. 

Mr.  DOLAN.  Mr.  Chairman,  your  desire  matches  ours  100  per- 
cent. Actually,  looking  back  at  some  of  the  testimony  of  the  GAO, 
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one  of  the  difficulties  we  confront  today  is  we  know  that  you  don't 
bite  this  off  and  try  to  do  an  $8  biUion  project.  Part  of  the  difficulty 
in  exactly  how  you  segment  it  is  making  sure  that  these  systems 
do  integrate  and  that  the  segment  you  do  this  year  is  a  segment 
that  integrates  across  the  many  systems. 

Chairman  Stevens.  I  am  told  that  between,  Ms.  Richardson,  15 
and  20  percent  of  the  homes  of  America  have  a  computer  with  a 
modem.  We  are  not  certain  how  many  of  those  have  the  capability, 
but  aren't  we  a  little  bit  ahead  of  the  curve  in  terms  of  setting  up 
the  IRS  to  be  dealing  on  a  basis  of  a  modernization  program  that 
presumes  that  modern  America  has  the  capability  of  communicat- 
ing with  you  by  computer? 

Ms.  Richardson.  Well,  I  don't  think  that  we  are  proceeding  with 
that  notion  in  mind  at  all.  As  I  mentioned,  we  have  several  pieces 
to  our  modernization  effort.  One  of  them  is  how  we  capture  data, 
one  is  how  we  store  and  analyze  it,  and  the  third  is  how  we  distrib- 
ute it,  which  is  what  you  have  really  been  talking  about  with  Mr. 
Dolan  with  the  two  examples  you  have  mentioned. 

We  are  looking  at  an  electronic  filing  strategy  that  will  accommo- 
date a  number  of  different  options.  I  mentioned  the  telephone  fil- 
ing. Not  everybody  is  eligible  to  file  by  telephone,  but  a  large  num- 
ber of  people  were  this  year,  and  we  expect  that  number  to  expand 
over  the  next  several  years.  We  also  know  that  the  pace  of  tech- 
nology in  the  personal  computer  market  is  changing  so  dramati- 
cally that  I  can't  tell  you  what  possibilities  may  be  available  within 
the  next  couple  of  years.  I  noticed  a  month  or  so  ago  that  people 
may  be  able  to  use  their  television  sets  as  their  monitor  and  not 
even  have  to  buy  a  monitor  for  their  computer. 

Chairman  Stevens.  I  am  involved  in  a  whole  series  of  things 
right  now  as  far  as  computerization  and  its  intersection  with  tele- 
communications, but  the  cost  of  these  systems  is  going  up  rather 
than  down  and  it  may  well  be  that  rural  America  is  going  to  be 
pushed  out  of  this  system  because  of  its  cost.  I  fear  that  if  you  base 
your  system  on  the  ability  of  people  in  the  inner  city  and  in  the 
Beltway  t3^e  of  areas  to  deal  with  your  IRS,  we  are  just  going  to 
get  even  further  behind  as  far  as  rural  America  is  concerned  in 
dealing  with  you. 

Ms.  Richardson.  Well,  as  far  as  our  electronic  filing  program,  as 
I  said,  we  are  trying  to  provide  as  much  flexibility  to  accommodate 
as  many  people  as  possible.  We  also  know  that  not  everybody  is 
going  to  file  electronically.  There  will  be  paper  in  the  system,  but 
what  we  want  to  do  is  try  to  get  as  much  information  to  us  elec- 
tronically as  we  possibly  can.  But  we  are  quite  well  that  it  would 
be  unrealistic  for  us  to  assume  that  every  single  taxpayer  will  be 
filing  electronically  in  the  next  couple  of  years. 

Chairman  Stevens.  I  just  violated  my  own  rule,  so  we  will  have 
to  put  about  10  minutes  on  you.  Senator  Glenn,  rather  than  5. 

Senator  Glenn.  I  think  I  can  finish  before  that. 

Ms.  Richardson.  I  think  we  have  had  over  26  milhon  accesses 
of  our  home  page  on  the  Internet  this  year.  Now,  that  obviously 
doesn't  mean  it  is  26  million  different  people,  but  a  number  of 
forms  and  publications  have  been  downloaded  and  what  we  would 
like  to  do  is  be  able  to  provide  that  kind  of  access  for  the  people 
that  can  use  it  and  then  use  our  face-to-face  operations  and  our 
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telephone  assisters  for  the  people  who  really  do  need  personal  as- 
sistance. That  is  how  American  business  is  moving  and  that  is 
what  we  would  like  to  do  as  well. 

Chairman  Stevens.  Did  you  ever  try  to  get  one  of  those  home 
pages  yourself? 

Ms.  Richardson.  Well,  actually,  I  did.  I  have  tried  ours. 

Chairman  Stevens.  From  home? 

Ms.  Richardson.  From  home,  yes.  We  would  be  happy  to  come 
demonstrate. 

Chairman  Stevens.  With  the  amount  of  time  it  takes  to  do  that, 

1  wonder  why  we  even  do  it  in  government.  We  have  got  so  many 
home  pages.  We  are  putting  more  money  into  home  pages  now 
than  we  are  in  direct  service  across  the  counter. 

Ms.  Richardson.  Well,  what  it  has  allowed  us  to  do  is  probably 
reach  more  people.  We  have  even  had  people  get  forms  downloaded 
who  have  been  out  on  aircraft  carriers,  so  we  are  reaching  markets 
we  couldn't  reach  either  by  telephone  or  mail  or  walk-in,  and  I 
think  that  is  where  we  need  to  go.  We  need  to  provide  as  many  op- 
tions as  we  possibly  can.  I  mentioned  earlier  part  of  our  moderniza- 
tion is  not  just  technology,  but  trying  to  have  an  organization  that 
is  nimble  enough  to  be  responsive  to  what  is  changing  out  in  the 
marketplace. 

Chairman  Stevens.  Thank  you  very  much. 

Ms.  Richardson.  Thank  you,  sir. 

Chairman  Stevens.  Senator  Glenn? 

Senator  Glenn.  Thank  you,  Mr.  Chairman. 

There  have  been  a  lot  of  studies — and  you  and  I  have  talked 
about  this  a  number  of  times — a  lot  of  studies.  GAO  and  others 
have  studied  the  system  and  made  recommendations.  Basically, 
you  agree  with  most  of  the  recommendations,  or  a  lot  of  them  any- 
way, and  I  don't  question  one  second  your  devotion  to  wanting  to 
get  this  thing  done.  You  are  as  sincere  about  this,  I  know,  as  any 
person  could  possibly  be  and  I  believe  you,  but  what  happens  below 
you?  Is  this  just  such  a  big,  inertial  bureaucracy  that  you  just  can't 
change  it  rapidly? 

I  am  concerned  with  Senator  Pryor's  concern  here,  too,  that  peo- 
ple below  you  say,  oh,  Peggy  will  be  out  of  there  in  a  few  years, 

2  years  or  so,  or  3  or  4,  and  away  we  go  to  a  new  IRS  commis- 
sioner. So  the  bureaucracy  just  doesn't  change  no  matter  what  you 
say.  Is  that  part  of  the  problem? 

Ms.  Richardson.  Well,  I  hope  not.  I  think  there  is  no  question 
it  is  a  large  organization  and  change  may  not  come  easily,  but  I 
think  that  is  true  of  the  private  sector  as  well.  One  of  the  things 
that  we  have  learned  from  the  GAO  and  their  best  practices 
study — I  think  they  referred  to  it — is  that  even  in  the  private  sec- 
tor, to  institute  the  kinds  of  disciplined  processes  to  manage  a 
world-class  technology  modernization  effort  like  we  have  underway 
would  take  3  to  5  years. 

Senator  Glenn.  We  have  been  at  this  one  almost  10  years  now. 

Ms.  Richardson.  Well,  I  can't  speak  to  the  time  before  I  was 
Commissioner,  but  I  will  tell  you  that  when  I  came  on  board,  I  met 
shortly  thereafter — I  think  within  a  week  or  two  of  being  con- 
firmed— with  the  National  Research  Council  and  one  of  their  major 
criticisms  and  concerns,  as  well  as  the  General  Accounting  Office, 


53 

was  that  we  needed  a  single  point  of  accountability  for  moderniza- 
tion. That  is  when  we  created  the  modernization  executive. 

I  might  add  we  had  a  Chief  Information  Officer  for  a  number  of 
years  before  any  other  agency  or  before  it  was  required.  We  have 
had  a  Chief  Information  Officer,  one  of  the  first  in  government,  but 
we  tightened  up  the  management  of  the  program  last  year  in  the 
summertime,  the  Associate  Commissioner  was  given  responsibility, 
as  I  said,  for  all  resources,  the  budget  and  all  of  the  resources  for 
modernization. 

We  definitely  lost  some  time  in  that  we  have  had  a  CIO  vacancy 
for  some  time.  I  mentioned  the  new  CIO  will  be  on  board  April 
15th,  and  I  think  he  has  a  proven  track  record  and  I  think  he  is 
somebody  who  will  hit  the  ground  running  and  really  help  us  get 
these  processes  done. 

Senator  Glenn.  What  other  areas  do  you  have  that  you  feel  you 
have  made  real  progress  in?  Have  you  made  a  lot  of  progress  in 
some  other  areas? 

Ms.  Richardson.  I  think  the  area  of  rescoping.  I  believe  that 
there  was  a  time,  long  before  I  arrived  and  before  any  of  these  folks 
arrived,  that  people  had  some  very  big  appetites  for  what  could  be 
done.  I  think  the  thoughts  were  quite  good,  but  I  think  they  were 
probably  somewhat  unrealistic,  given  budget  constraints  and  other 
things  that  might  be  visited  upon  us. 

What  we  have  done  over  the  past  year  is  take  a  hard  look  at 
what  we  want  to  do  and  what  we  need  to  do  to  accomplish  our 
business  goals.  We  have  rescoped  our  projects;  we  have 
reprioritized  them.  Some  of  them  are  off  the  table,  or  will  be  very 
shortly,  and  we  are  tr5ang  to  get  the  projects  into  manageable 
pieces  so  that  we  can  deliver,  and  deliver  in  first-class  fashion. 

As  I  said,  we  do  a  good  job  at  maintaining  our  hardware  and 
software  and  delivering  in  filing  seasons.  Where  we  need  help  and 
where  we  are  moving  to  get  more  outside  contractor  support  is  in 
developing  new  software,  and  we  have  moved  to  put  our  integration 
support  contractor  in  a  position  to  do  the  maximum  we  possibly 
can  under  that  contract.  That  contract  has  been  in  place  for  a  cou- 
ple of  years.  I  don't  believe  that  they  have  necessarily  been  used 
the  way  they  should  have  been  used  and  we  have  taken  steps  to 
change  that. 

Senator  Glenn.  In  getting  things  implemented  that  you  want 
done,  is  civil  service  a  problem  in  not  being  able  to  replace  people 
or  get  the  people  you  want? 

Ms.  Richardson.  I  don't  think  it  is  a  problem,  but  I  have  to  be 
very  candid  that  one  of  the  early  issues  that  the  NRC  had  for  us 
was  that  we  needed  to  get  more  people  with  technical  skills.  We 
have  hired  people,  but  it  has  not  been  an  easy  process. 

Senator  Glenn.  Can  you  do  it  on  government  pay  scales  and  get 
the  people  you  want? 

Ms.  Richardson.  Well,  that  is  a  serious  problem  and  we  feel 
most  fortunate  to  have  found  Mr.  Gross,  who  was  working  with  the 
State  of  New  York.  I  have  spent  a  lot  of  time  with  the  private  sec- 
tor council  trying  to  find  out  what  we  could  expect  of  a  chief  infor- 
mation officer,  but  also  what  a  comparable  job  in  the  private  sector 
might  pay  and  I  can  assure  you  it  is  considerably  more  than  we 
are  able  to  pay. 
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Senator  Glenn.  Yes.  The  3,800  FTEs  you  are  asking  for  for  this 
revenue  enhancement  initiative — now,  I  go  back  a  ways  here  back 
in  previous  administrations.  I  worked  very  hard  here  1  year  to  get 
1,100  additional  employees  over  there,  and  I  have  talked  to  you 
about  this.  This  was  supposed  to  be  to  really  go  out  with  agents 
because  each  agent  will  get  about  3  to  5  times  his  or  her  keep,  the 
old  average  anyway,  on  money  they  bring  in.  So  we  went  to  work 
and  got  the  1,100  agents,  and  then  I  was  absolutely  very  unhappy 
the  next  year  when  I  found  out  they  had  taken,  I  think,  400-some 
positions  and  used  them  for  administrative  things. 

Now,  out  of  these  3,800  FTEs,  can  you  tell  us  that  we  are  not 
going  to  have  any  administrative  skimming,  in  effect,  done  on 
these,  and  if  we  get  these  in,  they  are  going  to  be  agents  that  are 
going  to  be  working  the  problem? 

Ms.  Richardson.  Well,  I  can  tell  you  with  the  compliance  initia- 
tive that  you  supported  for  1995 

Senator  Glenn.  I  did,  indeed. 

Ms.  Richardson  [continuing].  We  committed  that  we  would  put 
those  positions  in  the  compliance  areas  where  they  were  most 
needed.  We  did  that.  We  made  good  on  our  commitment  and  the 
first  year  of  the  5-year  initiative  was  supposed  to  yield  about  $331 
million.  The  final  numbers  are  in  and  we  have  collected  over  $803 
million. 

Senator  Glenn.  So  we  are  $500  million  ahead  on  what  we  in- 
vested? 

Ms.  Richardson.  In  1995,  on  that  compliance  initiative,  we  had 
a  $405  million  expenditure  and  we  5rielded  about  $803  million. 
That  was  the  first  year. 

Senator  Glenn.  My  time  is  up,  but  of  these  3,800  FTEs,  could 
we  probably  expect  the  same  kind  of  return  on  their  cost? 

Ms.  Richardson.  We  would  certainly  hope  so  because  one  thing 
we  do  know  is  we  can  work  smarter  and  more  effectively,  and  we 
are  putting  people  in  places  where  they  can  do  the  most  effective 
job. 

Senator  Glenn.  Well,  I  will  certainly  support  that  and  I  hope  we 
can  get  that  through.  I  have  a  number  of  other  questions.  Maybe 
we  can  submit  those  for  the  record. 

Ms.  Richardson.  I  am  more  than  happy  to  answer  anything  for 
the  record,  too,  Mr.  Chairman. 

Senator  Glenn.  Good,  on  OMB's  oversight;  the  accounts  receiv- 
able, 29  to  34 — it  is  going  up;  the  difficulties  in  going  from  paper 
to  electronic  service;  and  when  you  are  going  to  comply  with  your 
financial  statements — or  when  you  think  you  will  be  able  to  not 
comply,  but  when  you  will  be  able  to  be  qualified  under  financial 
statements.  This  contracting-out  collections — 1  don't  like  the  repo 
man  getting  involved  in  IRS,  in  effect,  or  he  and  his  allies.  I 
thought  that  was  a  mistake.  I  agreed  with  Senator  Pryor  on  that 
one.  We  have  got  to  watch  that  one  real  closely. 

Those  are  some  questions  you  can  be  thinking  about  and  we  will 
submit  questions  on  them  to  you. 

Ms.  Richardson.  Thank  you,  Senator. 

[The  questions  of  Senator  Glenn  follow:] 
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RESPONSES  TO  QUESTIONS  FROM  DR.  RONA  B.  STILLMAN  ON  IRS'  TAX 
SYSTEMS  MODERNIZATION  (TSM) 

U.S.  General  Accounting  Office 
Accounting  and  Information  Management  Division 

Washington,  D.C.  20548 

April  30,  1996 
The  Honorable  Ted  Stevens 
Chairman,  Committee  on  Governmental  Affairs 
U.S.  Senate 

Dear  Mr.  Chairman:  In  our  March  26,  1996,  testimony  before  your  Committee 
we  reported  on  (1)  the  Internal  Revenue  Service's  (IRS)  efforts  to  correct  manage- 
ment and  technical  weaknesses  that  have  impeded  its  'Tax  Systems  Modernization 
(TSM)  program,  (2)  analogous  weaknesses  in  the  development  of  the  Cyberfile  sys- 
tem, which  is  intended  to  allow  taxpayers  to  file  their  returns  by  computer  via  the 
Internet  or  a  toll-free  number,  and  (3)  the  results  of  our  most  recent  financial  state- 
ments audit  of  IRS.^  Attached  are  our  responses  to  additional  questions  received 
from  Senator  Glenn  for  the  hearing  record. 

A  copy  of  the  letter  is  also  being  sent  to  Senator  Glenn.  Please  contact  me  at  (202) 
512-6412  or  Len  Baptiste,  Assistant  Director,  at  (202)  512-6235  if  you  have  any 
questions  regarding  our  responses. 
Sincerely  yours, 

Dr.  Rona  B.  Stillman 

Chief  Scientist, 
Computers  and  Telecommunications 
Enclosure 


Question  1:  At  the  hearing,  you  reiterated  GAO's  finding  that  the  IRS  has  not 
made  appreciable  progress  in  meeting  the  milestones  set  forth  in  GAO's  July  1995, 
TSM  report,  and  that  the  IRS  continues  to  have  fundamental  weaknesses  in  its 
management  and  technical  capabilities.  As  to  why  these  weaknesses  are  continuing 
problems,  Ms.  Stillman  said  that  there  are  no  bureaucratic  incentives  for  the 
changes  needed  to  correct  those  weaknesses. 

(a)  Accordingly,  should  IRS  be  allowed  to  continue  developing  TSM  as  it 
is  presently  configured? 

(b)  What  controls  do  you  recommend  that  Congress  impose  on  the  IRS  as 
a  condition  of  further  support  for  TSM? 

GAO  Response:  IRS  should  not  be  allowed  to  continue  developing  TSM  as  it  is 
presently  configured.  TSM  is  a  world-class  information  systems  development  effort, 
much  larger  than  most  other  organizations  will  ever  undertake.  Our  work  has 
shown  that  IRS  does  not  have  the  management  or  technical  capabilities  to  success- 
fully develop  systems  as  large  as  TSM.  In  July  1995,  we  reported  that  IRS  (1)  did 
not  effectively  apply  strategic  information  management  practices  to  ensure  that  in- 
formation technology  is  managed  as  an  investment,  (2)  had  weak  and  undisciplined 
software  development  processes,  (3)  had  a  poorly  defined  technical  infrastructure, 
and  (4)  did  not  have  the  accountability  and  responsibility  needed  to  ensure  that  sys- 
tems development  efforts  are  consistently  managed  and  controlled 
organizationwide.2  In  its  budget  requests,  IRS  has  not  distinguished  between  efforts 
to  support  ongoing  operations  and  maintenance,  the  initiatives  to  improve  IRS  man- 
agement and  technical  capabilities,  and  new  systems  developments.  The  Congress 
could  help  IRS  successfully  develop  TSM  by  funding  cost-effective  efforts  in  the  first 
and  second  categories,  and  by  funding  only  those  new  system  developments  that  (1) 
are  small  and  manageable,  and  can  therefore  be  built  successfully  by  an  organiza- 
tion with  IRS'  limited  management  and  technical  capabilities,  (2)  represent  a  rel- 
atively small  dollar  investment,  (3)  are  demonstrably  cost-effective,  and  (4)  can  be 
delivered  in  a  relatively  short  time  frame.  As  the  Congress  gains  confidence  in  IRS' 
ability  to  successfully  develop  these  smaller,  cheaper,  quicker  projects,  it  could  con- 
sider approving  larger,  more  complex,  more  expensive  projects. 

Question  2:  The  witnesses  representing  the  National  Research  Council  committee, 
Mr.  Clagett  and  Mr.  Irvine,  recommended  narrowing  the  focus  of  TSM  to  a  project 


'  Tax  Systems  Modernization:  Management  and  Technical  Weaknesses  Must  Be  Overcome  to 
Achieve  Success  (GAO/T-AIMD-96-75,  March  26,  1996). 

^Tax  Systems  Modernization:  Management  and  Technical  Weaknesses  Must  Be  Corrected  If 
Modernization  Is  to  Succeed  (GAO/AIMD-95-156,  July  26,  1995). 
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of  achievable  scope,  for  example,  the  Integrated  Case  Processing  (ICP)  project.  This 
was  consistent  with  our  discussion  at  the  hearing  regarding  breaking  up  TSM  into 
components  that  IRS  could  more  reasonably  be  expected  to  handle. 

(a)  Should  Congress  limit  or  reduce  TSM  appropriations  and  direct  the 
IRS  to  proceed  only  with  a  discrete  modernization  project,  such  as  ICP?  If 
so,  please  describe  the  recommended  scope  for  such  appropriations,  includ- 
ing specific  projects  and  conditions  that  should  be  attached  to  the  funds. 

(b)  Would  you  recommend  any  approach  other  that  focusing  on  a  specific 
component  of  TSM,  such  as  ICP?  If  so,  please  describe  specific  alternatives, 
along  with  the  pros  and  cons  for  each. 

GAO  Response:  As  stated  above,  we  believe  the  Congress  should  focus  TSM  appro- 
priations on  (1)  those  projects  that  support  ongoing  operations  and  maintenance,  (2) 
those  initiatives  that  improve  IRS'  management  and  technical  capabilities,  and  (3) 
systems  developments  that  are  relatively  low  risk.  It  is  not  clear  that  ICP  falls  into 
any  of  these  categories. 

Question  3:  One  alternative  to  IRS  development  of  TSM  is  contracting  out.  How 
do  IRS'  contract  management  capabilities  compare  with  its  systems  development  ca- 
pabilities? Given  IRS'  current  performance  with  regard  to  contract  management,  to 
what  extent  do  you  believe  that  IRS  could  adequately  manage  the  contract,  if  the 
entire  project  was  contracted  out? 

GAO  Response:  Contracting  for  systems  development  efforts  provides  no  guaran- 
tee of  success.  Indeed,  IRS'  unsuccessful  attempt  to  acquire  Cyberfile  for  this  tax 
filing  season  is  a  case  in  point.  Given  this  failure,  we  currently  plan  to  evaluate  IRS 
capabilities  to  acquire  systems  from  contractors. 

Question  4:  Out  of  the  $3  billion  or  so  expended  so  far  one  TSM,  please  identify 
any  TSM  projects  or  components  that  GAO  believes  to  be  of  value,  and  differences 
between  their  initial  and  final  scope,  and  their  cost. 

GAO  Response:  While  operational  TSM  systems  provide  some  value,  it  is  difficult 
to  determine  whether  the  value  obtained  to  date  has  been  worth  the  investment  be- 
cause IRS  does  not  manage  its  information  technology  budget  using  a  disciplined 
investment  process  and  does  not  systematically  evaluate  development  progress  or 
systems  performance.  We  are  currently  working  to  better  assess  the  value  IRS  has 
obtained  from  its  TSM  investment. 

Question  5:  The  IRS  has  said  that  to  achieve  its  vision  of  doing  business  better 
in  the  future,  it  must  receive  more  tax  returns  electronically  and  fewer  on  paper, 
and  at  one  point  had  a  goal  of  receiving  80  million  electronic  returns  by  2001.  Does 
the  IRS  have  a  clear  plan  showing  the  expected  number  of  electronic  returns  each 
year  and  how  it  will  achieve  its  electronic  return  submissions  goal?  Is  there  any 
basis  for  confidence  that  this  goal  will  be  reached? 

GAO  Response:  IRS  does  not  have  a  clear  plan  showing  the  expected  number  of 
electronic  returns  each  year  and  how  it  will  achieve  its  goal  of  80  million  electronic 
returns  by  2001. 

In  July  1995,  we  recommended  that  IRS  refocus  its  electronic  filing  business 
strategy  to  target,  through  aggressive  marketing  and  education,  those  sectors  of  the 
taxpaying  population  that  can  file  electronically  most  cost  beneficially. ^  In  the  same 
vein,  we  recommended,  in  October  1995,  that  IRS  (1)  identify  those  groups  of  tax- 
payers who  offer  the  greatest  opportunity  to  reduce  IRS'  paper-processing  workload 
and  operating  costs  if  they  were  to  file  electronically  and  (2)  develop  strategies  that 
focus  IRS'  resources  on  eliminating  or  alleviating  impediments — including  those 
posed  by  the  program's  cost — that  inhibit  those  groups  from  participating  in  the  pro- 
gram."* As  noted  in  our  March  26,  1996,  testimony  before  the  Committee,  IRS  has 
since  taken  several  steps  that  could  result  in  future  progress  toward  increasing  elec- 
tronic filings.  However,  those  steps  have  yet  to  culminate  in  a  comprehensive  strat- 
egy that  identifies  how  IRS  plans  to  target  those  sectors  of  the  tax  paying  popu- 
lation that  can  file  electronically  most  cost  beneficially. 

In  our  October  1995  report,  we  also  said  that  electronic  filing  would  have  to  grow 
at  an  annual  rate  of  about  32  percent  to  reach  80  million  returns  in  2001.  As  of 
April  5,  1996,  the  number  of  returns  filed  electronically  had  increased  by  25  percent 
compared  with  the  same  date  in  1995.  That  increase  was  largely  due  to  the  expan- 
sion of  TeleFile — the  program  by  which  certain  taxpayers  can  file  Form  1040EZ  over 
the  telephone.  TeleFile  is  available  nationwide  this  year;  it  was  available  in  only 
10  states  in  1995.  While  a  25-percent  rate  of  growth  in  1996  is  commendable,  the 
primary  cause — TeleFile's  expansion  from  10  states  to  50 — is  a  one-time  event.  We 


^See  footnote  2. 

'*  Tax  Administration:  Electronic  Filing  Falling  Short  of  Expectations  (GAO/GGD-96-12,  Octo- 
ber 31,  1995). 
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have  not  seen  an5dhing  that  gives  us  reason  to  believe  that  electronic  filing  will  con- 
tinue to  grow  at  that  pace  after  1996. 

As  we  also  discussed  in  our  October  1995  report,  it  is  important  to  focus  not  only 
on  the  number  but  on  the  types  of  returns  being  filed  electronically.  Until  now,  the 
returns  being  filed  electronically  are  generally  the  less  complex  individual  income 
tax  returns — those  that  contribute  least  to  IRS'  paper-processing  workload  and  oper- 
ating costs.  For  example,  the  returns  being  filed  via  TeleFile,  which  accounted  for 
most  of  the  growth  in  electronic  filing  in  1996,  would  have  been  filed  in  the  past 
on  Form  1040EZ — a  one-sided,  one-page  form.  Electronic  filing  has  not  yet  attracted 
a  representative  number  of  taxpayers  who  file  the  more  complex,  multi-page,  indi- 
vidual income  tax  returns  (those  filed  on  Form  1040)  and  business  returns,  such  as 
those  filed  by  corporations  and  partnerships. 

Question  6:  After  three  years  of  unsatisfactory  financial  audits,  what  specific  steps 
should  the  IRS  take  to  fix  its  financial  management  problems  and  when  should  the 
IRS  be  expected  to  fully  comply  with  the  requirements  of  the  Chief  Financial  Officer 
Act? 

GAO  Response:  The  core  problems  we  have  found  in  performing  the  financial 
statements  audits  of  the  IRS  are  its  inability  to 

— properly  account  for  the  about  $1.3  trillion  in  tax  revenues  it  reported 
— reliably  determine  the  amount  of  accounts  receivable  owed  for  unpaid 

taxes, 
— reconcile  its  Fund  Balance  with  Treasury  accounts,  and  provide  evidence 
that  goods  and  services  purchased  are  received  and,  in  cases  where  evi- 
dence was  found,  to  ensure  that  the  item  purchased  was  recorded  in  the 
proper  period. 

The  problems  that  need  to  be  corrected  have  persisted  because  of  a  lack  of  dis- 
cipline and  the  failure  to  sustain  a  priority  focus  on  implementing  corrective  actions. 
For  example,  only  in  the  last  year  or  so  has  IRS  begun  to  concentrate  its  efforts 
on  attempting  to  identify  its  accounts  receivable  and  fully  documenting  and  correct- 
ing the  problems  in  its  revenue  accounting  system,  even  though  these  problems 
were  identified  in  our  first  audit  for  fiscal  year  1992. 

Prior  to  the  current  efforts,  IRS  focused  on  ad  hoc  attempts  at  finding  solutions 
to  allow  for  an  audit  opinion  rather  than  on  correcting  the  core  underlying  financial 
management  problems.  These  underlying  problems  were  evidenced  most  by  IRS' 
lack  of  a  documented,  comprehensive  understanding  of  how  its  systems  to  account 
for  its  accounts  receivables  and  revenues  worked.  As  a  result,  IRS'  priority  should 
be  on  developing  a  focused  corrective  action  plan  designed  to  fix  the  underlying  fi- 
nancial management  problems — as  discussed  below — and  senior  management  inter- 
vention to  ensure  that  the  plan  is  followed  to  completion  in  a  disciplined,  rigorous 
manner.  IRS  recently  gave  us  its  corrective  action  plan.  However,  based  on  our  pre- 
liminary review,  we  are  concerned  that  this  plan  does  not  properly  focus  on  fixing 
the  underlying  financial  management  problems;  rather,  it  emphasizes  proposed  ef- 
forts to  obtain  an  audit  opinion.  We  will  be  following  up  with  IRS  shortly  to  provide 
our  specific  feedback  on  its  plan. 

We  believe  that  with  a  good  plan  and  close  supervision  from  IRS'  senior  manage- 
ment to  ensure  that  the  plan  is  strictly  adhered  to,  IRS  should  be  able  to  comply 
with  the  CFO  Act  for  the  fiscal  year  ended  1996.  The  following  discussion  more  fully 
explains  the  underlying  financial  management  problems  listed  above  and  provides 
the  status  of  IRS'  efforts  to  correct  the  problems. 

The  first  problem  IRS  must  address  is  its  accounting  for  the  $1.3  trillion  in  tax 
revenues  reported.  IRS  has  not  been  able  to  reconcile  the  amounts  of  revenue  in  its 
detailed  subsidiary  records  to  summary  amounts  recorded  in  its  general  ledger.  This 
situation  is  due,  primarily,  to  IRS  not  having  a  full  understanding  of  the  systems 
used  to  track  its  revenues.  Therefore,  it  does  not  fully  know  why  information  in  the 
summary  records  may  not  be  in  the  detailed  taxpayer  records,  and  vice  versa.  To 
remedy  this  problem,  IRS  has  begun  to  develop  its  understanding  of  the  revenue 
accounting  process  in  detail.  To  identify  the  information  needed  to  reconcile  its 
records  and  ensure  a  complete  and  proper  accounting  for  all  revenues  received,  IRS 
has  developed  documentation  to  support  its  understanding  and  to  determine  the 
necessary  changes  and  enhancements  to  computer  programs  that  process  revenue 
information. 

Further,  IRS  has  not  been  able  to  match  these  revenues  to  the  appropriate  trust 
fund  or  account.  IRS'  fundamental  problem  in  properly  distributing  revenue  receipts 
is  that  it  is  not  clear  in  which  accounts  amounts  are  to  be  deposited.  For  example, 
the  federal  tax  deposit  coupon  used  by  employers  to  transmit  payments  of  income 
tax  withholdings  and  social  security  taxes  reports  the  two  taxes  as  a  single  tax 
class.  As  a  result,  at  the  time  of  receipt,  IRS  does  not  know  what  portion  of  the 
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collections  is  to  be  applied  to  federal  income  tax  withholdings  versus  social  security 
taxes.  IRS  does  not  receive  this  detail  or  know  the  amounts  of  taxes  that  should 
have  been  paid  until  the  employer  files  a  quarterly  return.  The  application  of  re- 
ceipts is  further  complicated  if  the  payments  previously  made  do  not  equal  the  tax 
liability  on  the  quarterly  return  filed  and  it  is  unclear  to  which  account  any  dif- 
ference should  be  applied.  This  is  also  exacerbated  by  the  time  it  takes  for  IRS  to 
determine  if  the  amount  received  was  correct. 

As  a  short-term  solution  to  identifying  the  proper  recipient  of  the  revenues  re- 
ceived, IRS  is  developing  methodologies  to  apply  receipts  in  order  of  priority.  In  the 
long  term,  the  new  federal  tax  deposit  system  being  implemented  by  Treasury's  Fi- 
nancial Management  Service  and  IRS,  known  as  the  Electronic  Federal  Tax  Pay- 
ment System  (EFTPS),  appears  to  have  the  capacity  to  capture  the  detailed  informa- 
tion required  to  identify  the  proper  recipient  of  the  tax  payments  at  the  point  of 
payment.  However,  it  is  unclear  if  IRS  intends  to  use  EFTPS  to  obtain  more  de- 
tailed information  along  with  the  pa5Tnent.  Further,  not  all  employers  will  be  re- 
quired to  use  the  system. 

Another  problem  facing  IRS  is  its  accounting  for  tax  accounts  receivable.  IRS'  cur- 
rent system  was  not  designed  to  track  its  tax  accounts  receivable  properly.  IRS 
tracks  all  outstanding  assessments — financial  accounts  receivable  and  compliance 
assessments^ — together.  For  valid  reasons,  the  outstanding  assessment  amount 
greatly  overstates  the  amounts  of  unpaid  taxes  owed  that  IRS  can  expect  to  collect. 
Also,  the  method  used  to  derive  the  amount  of  accounts  receivable  does  not  provide 
information  on  the  composition  of  the  total  or  the  reasons  for  the  change  in  receiv- 
ables from  period  to  period,  which  would  allow  IRS  to  better  manage  its  collection 
efforts.  Further,  the  system  does  not  readily  provide  the  information  needed  to  as- 
sess the  collectability  of  the  amounts  actually  owed. 

IRS  has  made  some  progress  in  addressing  these  problems.  For  fiscal  year  1995, 
IRS  developed  a  methodology  to  sort  the  inventory  of  its  uncollected  assessments 
into  compliance  assessments  and  financial  receivables.  We  tested  IRS'  methodology 
and  found  that  while  the  methodology  appeared  to  be  sound,  the  data  upon  v  hich 
the  analysis  was  based  were  flawed.  Without  reliable  data,  IRS  cannot  effectively 
measure  the  amount  outstanding  or  determine  how  to  manage  its  inventory  of  ac- 
counts receivable. 

Another  problem  IRS  must  address  is  reconciling  its  Fund  Balance  with  Treasury 
accounts.  To  correct  this  problem,  IRS  hired  a  contractor  to  determine  the  dif- 
ferences between  amounts  in  its  general  ledger  fund  balance  accounts  and  its  fund 
balance  accounts  maintained  at  Treasury,  and  the  source  of  the  differences.  IRS  also 
established  a  unit  to  manage  the  reconciliation  of  these  accounts  on  an  ongoing 
basis.  To  complete  the  reconciliation  of  its  accounts,  however,  IRS  must  finish  re- 
searching the  differences  and  make  the  proper  adjustments  to  its  accounts  or  initi- 
ate corrections  to  Treasury's  accounts  for  the  remaining  differences.  Similar  efforts 
are  required  to  clear  amounts  in  its  budget  clearing  and  suspense  accounts. 

Finally,  IRS  must  implement  controls  to  ensure  that  it  is  properly  accounting  for 
operating  expenses  incurred.  IRS  must  ensure  that  it  has  received  and  accepted 
goods  and  services  that  it  orders  and  that  the  payments  for  these  goods  and  services 
are  properly  accounted  for,  especially  those  purchased  for  other  federal  agencies. 
The  action  plan  that  IRS  recently  gave  to  us  identifies  some  actions  they  propose 
to  take  to  correct  this  problem. 

We  are  currently  reviewing  those  actions  to  determine  whether  they  adequately 
address  the  underlying  financial  management  problem. 

Question  7:  What  is  the  status  of  IRS'  growing  accounts  receivables?  Can  the  IRS 
accurately  measure  the  amount  outstanding,  and  what  can  it  do  to  better  collect  this 
amount? 

GAO  Response:  Currently,  we  do  not  know  the  status  of  IRS'  growing  accounts 
receivables.  IRS  does  not  have  a  way  to  systematically  provide  complete  information 
on  who  owes  taxes.  Instead,  it  must  rely  on  statistical  sampling  to  first  determine, 
of  its  inventory  of  assessments  outstanding,  which  accounts  are  financial  receivables 
and  which  are  compliance  assessments^  and  then,  for  those  accounts  estimated  to 
be  financial  receivables,  how  much  is  estimated  to  be  collectible.  For  example,  IRS 
estimated  that  the  amount  of  receivables  collectible  at  September  30,  1995  was  ap- 
proximately $46  billion,  compared  to  $35  billion  on  September  30,  1994.  IRS  is  un- 


^In  a  compliance  assessment,  IRS  proposes  an  assessment  to  encourage  the  taxpayer  to  com- 
ply with  tax  laws.  The  taxpayer  still  has  the  right  to  disagree  or  object.  This  type  of  assessment 
may  result  in  a  fmancial  receivable  if  the  taxpayer  subsequently  agrees  to  the  assessment  or 
tax  court  determines  the  am.ount  is  owed. 

^See  Footnote  5. 
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able  to  determine  which  taxpayers  accounted  for  the  approximately  31-percent  in- 
crease. 

For  fiscal  year  1995,  IRS  developed  a  methodology  to  sort  the  inventory  of  its  out- 
standing assessments  into  compliance  assessments  and  financial  receivables.  We 
tested  IRS'  methodology  and  found  that  while  the  methodology  appeared  to  be 
sound,  the  data  upon  which  the  analysis  was  based  were  flawed.  Without  reliable 
data,  IRS  cannot  effectively  measure  the  amount  outstanding  or  determine  how  to 
manage  its  inventory  of  accounts  receivable. 

IRS  could  improve  its  ability  to  collect  these  amounts  if  it  more  promptly  identi- 
fied amounts  owed  by  taxpayers.  Enforcement  tools,  such  as  its  matching  programs 
and  tax  examinations,  may  not  be  used  for  up  to  5  years  from  the  point  the  tax 
return  is  due,  thus  reducing  the  likelihood  that  the  outstanding  amounts  will  be  col- 
lected. If  third-party  documentation,  such  as  the  W-2,  were  compared  to  IRS  tax- 
payer data  more  promptly,  IRS  might  be  able  to  reduce  the  risk  of  not  being  able 
to  locate  taxpayers  or  companies  becoming  defunct. 

IRS  collection  efforts  could  also  be  improved  with  management  information  about 
its  accounts  receivable  and  enforcement  efforts.  Better  management  information 
would  allow  IRS  to  better  allocate  its  resources  to  ensure  the  most  benefit.  Cur- 
rently, IRS  is  implementing  the  Enforcement  Revenue  Information  System,  which 
was  designed  to  account  for  actual  collections  resulting  from  IRS'  enforcement  ef- 
forts and  to  enable  IRS  to  more  accurately  measure  and  predict  enforcement  costs 
and  revenues.  We  are  currently  assessing  the  reliability  of  this  system. 

IRS'  ability  to  collect  more  revenues  from  its  accounts  is  hampered  by  the  fact 
that  IRS'  financial  receivables  do  not  readily  lend  themselves  to  collection.  Many  un- 
paid assessments  represent  amounts  clearly  uncollectible,  either  because  of  the  na- 
ture of  the  debt  or  because  IRS  has  determined  that  it  will  not  pursue  collection 
because  the  taxpayer  is  unable  to  pay. 

Question  8:  What  is  your  assessment  of  ERIS,  the  IRS  Enforcement  Revenue  In- 
formation System?  Can  IRS  accurately  measure  how  much  additional  revenue  is 
gained  from  enhanced  compliance  and  revenue  collection  initiatives. 

GAO  Response:  IRS  has  been  developing  the  Enforcement  Revenue  Information 
System  (ERIS)  to  account  for  actual  collections  resulting  from  IRS'  enforcement  ef- 
forts and  to  enable  IRS  to  more  accurately  measure  and  predict  enforcement  costs 
and  revenues.  However,  its  implementation  was  delayed  because  of  inaccuracies  in 
the  system's  data.  IRS  has  recently  stated  that  initial  problems  have  been  resolved 
and  the  final  phase  of  ERIS  is  scheduled  for  implementation  in  October  1996.  We 
are  currently  reviewing  the  system  to  assess  its  reliability. 

However,  even  though  ERIS  inaccuracies  may  have  been  resolved,  the  system 
may  not  be  able  to  provide  reliable  results  because  of  incomplete  or  inaccurate  tax- 
payer data  generated  from  its  feeder  systems,  including  the  individual  and  business 
masterfiles.  During  our  fiscal  year  1994  financial  statements  audit,  we  found  nu- 
merous errors  in  underlying  data  within  the  masterfiles.  For  fiscal  year  1995,  we 
were  unable  to  determine  if  problems  in  underlying  data  from  the  masterfile  had 
been  resolved.  Because  IRS  did  not  provide  the  data  in  a  timely  manner,  we  were 
unable  to  test  detailed  transactions  from  the  masterfile.  Although  ERIS  manipulates 
the  data  from  these  feeder  systems,  it  is  unable  to  update  incorrect  taxpayer  data. 
These  data  issues  will  need  to  be  further  addressed  if  the  ERIS  system  is  to  be  suc- 
cessful. 

In  the  past,  ERIS  was  IRS'  answer  to  tracking  its  revenue  programs  and  compli- 
ance initiatives.  Because  of  the  potential  inaccuracies  with  the  ERIS  system,  IRS 
may  not  be  able  to  reliably  measure  revenues  realized  from  its  Compliance  Initia- 
tives. 

Questions  9:  what  effect  will  the  lack  of  TSM  security  planning  have  on  IRS's  abil- 
ity to  monitor  employee  browsing?  How  can  the  IRS  protect  taxpayer  data  from  un- 
authorized disclosure  in  the  TSM  environment  of  the  future? 

GAO  Response:  Until  IRS  completes  a  comprehensive  security  architecture  with 
defined  mechanisms  and  approaches  to  prevent,  detect,  and  react  to  browsing,  IRS 
cannot  ensure  that  taxpayer  data  will  be  adequately  protected.  We  are  currently 
conducting  a  review  of  IRS  security  over  taxpayer  data  at  IRS  computing  and  serv- 
ice centers.  In  addition,  we  are  continuing  to  evaluate  the  extent  to  which  taxpayer 
data  will  be  protected  in  Cyberfile. 

Senator  GLENN.  Thank  you,  Mr.  Chairman. 

Chairman  STEVENS.  Yes,  sir. 

Senator  Pryor? 

Senator  Pryor.  Could  I  yield  to  Senator  Levin? 

Chairman  Stevens.  Yes,  sir. 
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Senator  Levin? 

OPENING  STATEMENT  OF  SENATOR  LEVIN 

Senator  Levin.  Thank  you,  Mr.  Chairman.  Thank  you,  Senator 
Pryor. 

I  would  hke  to  ask  you  some  questions  about  your  telephone 
service,  your  800  line,  both  in  terms  of  giving  information  and  in 
responding  to  request  for  forms.  Some  of  the  statistics  that  the  IRS 
has  issued  indicate  a  98-percent  figure  for  calls  answered,  and  I  am 
tr5ring  to  find  out  how  this  jibes  with  what  we  understand  the  facts 
to  be,  which  are  that  most  of  the  people  who  try  to  reach  that  800 
number  can't  reach  it. 

Ms.  Richardson.  I  will  be  happy  to  get  you  some  specific  num- 
bers. I  don't  know  where  a  98-percent  number  would  have  come 
from  because  I  think 

Senator  Levin.  Well,  this  is  the  way  you  folks  keep  track  of  calls. 
According  to  the  GAG  chart,  they  say  here  that  the  goal  in  1995 
is  to  answer  35  million  calls  and,  in  fact,  you  answered  39  million 
calls,  and  so  you  rate  that  as  110  percent  of  the  scheduled  calls. 
Is  that  true? 

Ms.  Richardson.  Well,  you  want  to  talk  about  the  process,  but 
we  know  that  we  are  not  answering  anj^where  near  98  percent  of 
the  calls.  We  would  be  delighted  if  we  could. 

Senator  Levin.  Well,  I  know  you  are  not  either. 

Ms.  Richardson.  But  we  have  never  laid  claim  to  that. 

Senator  Levin.  Well,  what  do  you  lay  claim  to?  What  percentage 
of  the  calls  that  you  receive  that  people  are  making  to  try  to  reach 
you  actually  connect  with  you? 

Mr.  Dolan.  At  this  point  in  the  year,  across  our  telephone  sys- 
tems, it  is  running  in  the  50  percent  range. 

IRS  Response  to  Senator  Carl  Levin's  Question 

In  the  March  26,  1996,  hearing  before  the  U.S.  Senate,  Committee  on  Govern- 
mental Affairs,  Senator  Carl  Levin  asked  a  question  on  response  rates  for  IRS  tele- 
phone services.  Commissioner  Richardson  agreed  to  provide  specific  figures  on  this 
topic  for  the  record. 

IRS  Response:  For  Fiscal  Year  1996,  through  March  16,  the  IRS  answered 
21,779,328  calls,  which  represents  approximately  50  percent  of  the  callers  who  tried 
to  reach  the  IRS,  and  115  percent  of  the  scheduled  18,943,075  calls. 

Senator  Levin.  Is  this  for  forms  or  is  this  for  information? 

Mr.  Dolan.  This  is  the  information.  The  forms  run  a  little  high- 
er. Senator,  if  I  could  come  back  to  your  98  percent,  though,  one 
of  the  things  that  we  have  done  is  what  we  try  to  do  each  year. 
When  you  take  our  resource  base,  we  want  to  allocate  to  the  indi- 
vidual offices  a  plan  that  gets  the  absolute  most  productive  use  of 
that  resource  base,  and  that  is  where  we  get  the  estimates  of  what 
that  resource  should  be  able  to  buy  by  way  of  answered  calls.  We, 
at  a  minimum,  want  folks  to  meet  that  budget  plan  and,  if  possible, 
exceed  it. 

Senator  Levin.  Well,  these  are  the  figures  I  have  got. 

Ms.  Richardson.  Senator  Levin,  just  to  elaborate  on  what  Mr. 
Dolan  said 

Senator  Levin.  Well,  I  know  your  goal  is  to  maximize  your  dol- 
lars. I  am  more  interested  in  numbers.  I  am  interested  in  how 
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many  people  try  to  reach  you  and  how  many  people  actually  do, 
and  this  is  the  test  that  we  have  a  record  of  that  apparently  the 
GAO  made,  and  that  is  that  2,800  calls  were  made  to  your  toll-free 
assistance  number  by  the  GAO  and  they  succeeded  in  reaching  an 
assister  250  times,  which  is  only  9  percent. 

Mr.  DOLAN.  Senator,  this  would  be  an  area  where,  if  you  would 
like,  there  is  a  tremendous  amount  of  data  and  insight  to  be 
brought  to  this  question.  One  of  the  things  we  have  tried  to  do  in 
the  last  couple  of  years  with  the  GAO  is  to  get  what  we  call  a 
unique  number  calibration.  It  would  allow  us  to  identify  the  actual 
number  of  people  tr5ring  to  get  into  our  places,  and  today  we  be- 
lieve that  to  be  about  50  to  55  percent  during  the  filing  season. 

The  other  thing  we  have  done,  though,  is  we  haven't  played  a  pat 
hand.  Last  year  we  answered  in  excess  of  110  million  calls.  What 
we  have  consciously  sought  to  do  is  get  as  many  of  the  calls  that 
don't  require  the  human  intervention  of  an  assister  on  the  other 
end  into  a  whole  variety  of  forms  of  interaction  so  that  we  can  con- 
tinue to  let  that  number  go  up  in  terms  of  customers  whose  needs 
are  met. 

Senator  Levin.  When  you  say  that  during  the  tax  season  you  be- 
lieve that  50  percent  of  the  people  trying  to  reach  that  800  number 
actually  reach  it  for  information,  what  percentage  of  the  people  try- 
ing to  reach  it  for  forms  during  the  tax  season  would  get  through? 
You  said  it  was  a  larger  percentage.  Do  you  happen  to  know  what 
that  percentage  is? 

Mr.  DONELSON.  Right  now,  Senator,  it  is  51.2  percent. 

Senator  Levin.  So  it  is  about  50  percent,  too. 

Mr.  DoNELSON.  Yes. 

Senator  Levin.  Now,  during  the  non-tax  season,  people  trying  to 
reach  you  for  assistance — what  would  the  percentage  be,  higher  or 
lower? 

Mr.  DONELSON.  Last  year.  Senator,  the  post-filing  season  where 
the  questions  get  much  more  complicated  because  we  are  dealing 
with  account  questions  as  opposed  to  tax  law  questions — the 
lengths  of  the  calls  get  longer,  so  that  the  access  gets  lower.  It 
could  drop  another  10  percent  after  the  filing  season  ends  because, 
in  effect,  those  calls  are  more  difficult  to  answer  and  take  longer 
to  explain  to  the  taxpayer  why  they  owe  money  or  why  they  have 
a  problem  with  their  account. 

Senator  Levin.  OK,  so  that  roughly,  just  to  give  us  an  idea  of  the 
problem  here,  maybe  during  the  tax  season  half  the  people  trying 
to  reach  you  on  the  800  number  for  assistance  will  get  through, 
and  during  the  non-tax  season  maybe  10  percent  of  the  people  try- 
ing to  reach  you  will  get  through. 

Mr.  DONELSON.  No,  10  percent  less. 

Senator  Levin.  Ten  percent  less,  so  it  would  be  40  percent  during 
the  non-tax  season  because  the  answers  are  longer.  Now,  that  rep- 
resents, obviously,  a  big-time  problem.  That  is  only  problem  No.  1. 
Half  of  the  people  trying  to  reach  you  for  assistance  can't  get 
through  to  you.  That  is  a  big  problem. 

Problem  No.  2  is  the  people  who  do  reach  you  frequently  wait  a 
long,  long  time  on  the  line  for  assistance.  Do  you  know  about  what 
the  average  wait  is  for  the  folks  who  do  reach  the  800  number?  Is 
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it  a  minute,  5  minutes,  10  minutes,  20  minutes?  Do  you  have  any 
idea? 

Mr.  DONELSON.  A  terrible  answer,  of  course,  is  going  to  be  that 
it  depends,  and  it  depends 

Senator  Levin.  I  mean  an  average. 

Mr.  DONELSON.  I  don't  have  an  average. 

Senator  Levin.  Do  you  have  a  way  of  testing  that? 

Mr.  DONELSON.  Yes,  we  do. 

Ms.  Richardson.  We  can  get  you  some  more  specific  information. 
It  depends  on  the  day  of  the  week  or  the  time  of  the  day. 

Senator  Levin.  Well,  that  is  why  I  am  interested  in  averages  be- 
cause that  is  another  big  problem.  We  get  a  lot  of  complaints,  I 
have  got  to  tell  you,  and  I  tested  it  myself  and  I  can  understand 
why  there  are  a  lot  of  complaints  in  terms  of  getting  through  to  you 
at  all  and  then  the  wait  that  people  have  to  suffer  once  they  do  get 
through  to  you. 

The  real  question,  I  guess,  is  what  are  we  going  to  do  about  it. 
Are  you  asking  for  more  money  to  answer  phones?  Have  you  re- 
quested the  0MB  for  more  money?  Is  it  not  a  money  problem?  Is 
it  a  technology  problem?  What  is  the  scoop? 

Ms.  Richardson.  I  think.  Senator  Levin,  it  is  a  combination  of 
things  that  we  are  trying  to  do,  quite  frankly.  We  understand  that 
resources  are  limited  and  we  are  not  going  to  have  unlimited  re- 
sources to  answer  the  telephone,  so  we  are  trying  to  find  alter- 
native ways  to  get  information  to  people.  I  mentioned  we  have  our 
home  page  on  the  Internet  that  has  all  of  the  forms  and  publica- 
tions on  it.  For  people  who  can  download  through  that -source,  we 
are  trying  to  encourage  them  to  do  that. 

We  have  a  fax  on  demand  service  this  year  for  the  first  time.  A 
number  of  small  business  owners  indicated  they  have  fax  machines 
and  that  would  be  a  good  way  for  them  to  get  access  to  our  forms. 
We  have  what  we  call  our  TeleTax  system  which  is  an  automated 
system.  People  can  call  that  any  time  of  the  day  or  night  and  get 
answers  to  about  148  to  150  tax  law  questions,  the  most  frequently 
asked  questions,  and  they  can  also  get  the  status  of  their  refund. 
Just  like  you  can  call  your  bank  and  get  the  status  of  your  bank 
account  without  having  to  talk  to  somebody.  We  are  automating 
that  kind  of  service. 

Senator  Levin.  As  I  understand  it,  the  President  asked  for  $850 
million  more  last  year  for  the  IRS  in  order  to  improve  the  phone 
service  and  the  taxpayer  service.  Is  that  correct  that  the  Congress 
gave  you  almost  $1  billion  less  than  was  requested  last  year?  Do 
you  know? 

Ms.  Richardson.  I  believe  that  is  about  right.  A  small  part  of 
that  was  for  the  telephones.  We  had  a  request  that  would  have  in- 
creased our  budget  by  about  $1  billion,  that  is  correct. 

Senator  Levin.  And  part  of  that 

Ms.  Richardson.  Part  of  that  was  for  telephones  and  what  we 
call  taxpayer  service,  that  is  correct. 

Senator  Levin.  So  is  there  any  doubt  in  your  mind  but  that  if 
you  had  received  the  President's  budget  request  last  year  that  your 
telephone  service  would  be  better  this  year? 

Ms.  Richardson.  I  think  it  would  be  vastly  improved,  yes.  We 
had  to  obviously  decide  when  we  got  our  final   budget  how  to 
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prioritize  the  money  and  one  of  the  things  we  have  to  do  is  con- 
tinue to  run  the  fihng  season,  process  returns  timely,  get  refunds 
out  the  door  in  a  timely  fashion. 

Senator  LEVIN.  I  see  that  Speaker  Gingrich  has  proposed  remov- 
ing 25,000  IRS  employees,  eliminating  them  and  moving  them  into 
drug  interdiction.  What  would  be  the  impact  of  a  reduction  in  the 
number  of  IRS  employees  in  terms  of  information  getting  to  the 
public? 

Ms.  Richardson.  Well,  25,000  employees  would  be  almost  a 
quarter  of  our  workforce  and  I  think  it  would  have  a  significant  im- 
pact on  compliance  efforts,  returns  processing,  as  well  as  getting 
information  to  the  public.  But  I  also  believe  that  if  we  kept  those 
25,000  and  could  enhance  our  compliance  efforts,  we  might  be  able 
to  raise  enough  money  to  pay  for  more  people  to  work  in  other 
areas. 

Senator  LEVIN.  Well,  I  think  compliance  is  pretty  important  if  it 
is  done  fairly,  but  I  think  it  is  also  important  that  people  who  are 
trying  to  abide  by  the  law  are  able  to  get  information,  and  if  half 
the  people  who  are  seeking  information  can't  get  it,  we  have  got  a 
big  problem.  For  the  record,  you  ought  to  tell  us  what  will  it  take 
to  get  a  reasonable  response  to  people  seeking  information  and 
forms.  In  terms  of  budget,  what  would  it  take?  If  it  is  a  technology 
issue  or  a  reorganization  issue,  to  the  extent  those  issues  are  the 
reason,  lay  those  out  all  in  the  same  place.  My  offices  get  so  many 
complaints  from  people  trying  to  reach  the  IRS,  and  I  know  person- 
ally there  is  a  problem.  Again,  I  have  tried  myself  testing  it  so  that 
I  laiow  personally  there  is  a  problem  here. 

I  think  I  am  almost  out  of  time,  so  let  me  ask  just  one  question 
about  what  is  called  off-loading.  Are  you  familiar  with  the  testi- 
mony of  the  GAO  this  morning  about  an  allegation  that  the  IRS 
sent  $30  million  to  the  National  Technical  Information  Service  in 
the  Commerce  Department  and  then  the  Commerce  Department 
awarded  that  sole  source  to  a  bunch  of  contractors  which  the  IRS 
wanted  to  contract  with? 

Ms.  Richardson.  I  read  the  GAO's  testimony  late  last  night,  and 
we  have  an  interagency  agreement,  as  I  mentioned,  actually,  for 
the  Federal  page.  It  was  extended  last  year  to  do  Cyberfile.  I  was 
not  aware  of  any  allegation  such  as  you  have  made. 

Senator  Levin.  Would  you  let  us  know  promptly  about  that  be- 
cause we  have  tried  to  stop  this  kind  of  abuse,  and  it  is  an  abuse? 
It  is  a  way  around,  frequently — not  always,  but  around  the  Com- 
petition in  Contracting  Act.  If  you  could  check  that  specific  testi- 
mony in  the  GAO's  testimony  this  morning  and  get  us  an  answer, 
I  would  appreciate  it. 

My  time  is  up.  Thank  you,  Mr.  Chairman. 

IRS  Response  to  Senator  Carl  Levin's  Question 

Issue:  ".  .  .  allegation  that  the  IRS  sent  $30  million  to  the  National  Technical  In- 
formation Service  (NTIS)  in  the  Commerce  Department  and  then  the  Commerce  De- 
partment awarded  that  sole  source  to  a  bunch  of  contractors  which  the  IRS  wanted 
to  contract  with?" 

Response:  The  IRS  entered  into  an  interagency  agreement — an  appropriate  and 
traditional  means  of  acquisition — with  NTIS  to  implement  Cyberfile  based  on  the 
following; 
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1.  NTIS  had  the  capability  and  expertise  to  provide  or  satisfy  the  IRS  require- 
ment. 

2.  The  IRS  had  contracted  with  NTIS  in  the  past  for  the  FEDWORLD  Bulletin 
Board,  which  allows  taxpayers  to  access  a  variety  of  tax  information. 

3.  An  NTIS  Feasibility  Study/Cost  Proposal  provided  the  IRS  with  information  on 
how  NTIS  intended  to  develop  the  Cyberfile  project. 

4.  NTIS  provided  a  comprehensive  briefing  to  the  IRS  on  the  projected  develop- 
ment of  Cyberfile. 

Issue:  NTIS  awarded  an  8(a)  sole  source  contract,  and  irrformation  indicates  that 
the  selection  of  the  subcontractors  by  the  contractor  may  have  been  directed  by 
NTIS  or  IRS. 

Response:  NTIS  stated  that  it  would  use  Federal  procurement  and  hiring  regula- 
tions and  policies  as  well  as  personnel  transfers  from  other  agencies  to  fulfill  the 
IRS  requirement.  IRS  contracting  personnel  did  not  direct  NTIS  to  award  the  con- 
tract under  section  8(a)  provisions.  In  addition,  the  IRS  did  not  direct  that  the  con- 
tract be  sole  source,  nor  did  IRS  personnel  direct  the  selection  of  any  subcontractors. 

Issue:  Procurement  officials  at  both  IRS  and  Commerce  told  us  [GAO]  that  they 
believe  they  followed  procurement  rules,  but  said  they  received  instructions  from  su- 
periors to  proceed  with  various  contracting  actions,  in  some  cases  with  the  govern- 
ment receiving  the  benefit  of  the  traditional  independent  judgment  accorded  con- 
tracting officials. 

Response:  IRS  Procurement  did  not  direct  NTIS  to  utilize  any  particular  purchas- 
ing method  or  source.  Neither  were  there  any  instructions  from  "superiors"  to  pro- 
ceed with  any  actions  unsupported  by  appropriate  law  and/or  regulation.  As  the  pro- 
viding agency  contracted  by  the  interagency  agreement  with  IRS,  NTIS  exercised 
its  own  authority  to  fulfill  the  requirement  in  accordance  with  Federal  Acquisition 
Regulation  17.5,  Interagency  Acquisitions  Under  the  Economy  Act. 

Chairman  Stevens.  Senator  Pryor? 

Senator  Pryor.  Thank  you,  Mr.  Chairman. 

I  have  spent  a  number  of  years  being  very  critical  of  the  Internal 
Revenue  Service  in  many  aspects,  but  we  don't  need  to  talk  about 
that.  I  would  like  to  say  that  I  think  today — and  I  underline 
"think" — I  think  today  the  Internal  Revenue  Service  is  better  than 
it  was  10  years  ago.  I  truly  believe  that  the  attitude  is  slowly  be- 
ginning to  change.  I  think  it  is  being  more  taxpayer-friendly.  I 
think  we  hopefully  are  increasing  the  confidence  the  taxpayer  has 
in  the  IRS  and  improving  the  communication  between  the  taxpayer 
and  the  tax  collector,  and  I  think  these  charges  are  necessary  to 
a  healthy  tax  collection  system. 

I  think  we  have  got  to  be  very,  very  careful,  however,  not  to  slide 
back  into  some  of  the  old  habits,  as  I  call  it,  the  old  bounty  hunter 
days.  That  is,  by  the  way,  what  worries  me  about  this  privatization 
of  collection  because  I  think  it  would  be  based  on  a  bounty  hunter 
system. 

I  see  Jim  Donelson.  He  used  to  be  our  district  director. 

Ms.  Richardson.  And  you  know  when  he  is  the  Acting  Chief  of 
Compliance  that  we  have  somebody  that  fosters  an  attitude 

Senator  Pryor.  That  is  right,  and  I  am  so  glad  he  is  here.  How- 
ever, since  he  left  Little  Rock  as  our  district  director,  we  have  had 
no  district  director.  Our  district  director  now  is  in  Tulsa.  I  hope 
that  you  will  rethink  the  reorganization  a  little  bit.  I  truly  be- 
lieve— and  I  don't  know  if  Senator  Stevens  has  expressed  this — 
reading  the  testimony  of  his  constituents  from  Alaska  earlier  this 
morning,  I  just  think  that  it  really  worries  me  that  we  start  dehu- 
manizing the  IRS. 

I  think  we  need  people  with  a  face  and  people  that  can  be  ap- 
proached— not  approached  in  that  sense,  but  people  that  can  be 
known  and  talked  with,  who  sing  in  the  choir  and  go  to  the  grocery 
store  in  our  hometowns  so  we  will  know  that  there  is  a  human 
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being  on  the  other  end  of  that  telephone.  I  think  the  further  we  re- 
move ourselves  from  that  I  think  the  more  trouble  we  are  going  to 
get  in. 

Another  example.  Two  years  ago  or  3  years  ago,  you  could  look 
in  the  Little  Rock  telephone  directory.  You  would  look  under  Inter- 
nal Revenue  Service  or  Federal  offices,  and  you  would  come  to  a 
line  there  and  a  telephone  number  that  says  problem  resolution  of- 
ficer, and  they  gave  a  phone  number.  That  person,  by  the  way,  has 
been  Priscilla  Gray,  a  wonderful 

Ms.  Richardson.  She  is  still  there,  too. 

Senator  Pryor.  I  know.  She  is  a  wonderful  public  servant.  You 
pick  up  the  Little  Rock  telephone  directory  today  and  try  to  find 
Priscilla  Gray's  telephone  number  and  you  cannot  find  it.  It  has 
vanished,  and  it  is  discretionary,  I  understand,  now  with  the  dis- 
trict director  who  is  in  Tulsa,  who  evidently  says,  well,  we  might 
save  $5  a  month  on  a  telephone  listing  and  we  will  just  take  it  out. 
That  is  an  example,  I  think,  of  sort  of  sliding  back,  slipping  back 
into  the  old  way  of  doing  things  and  the  old  way  of  thinking. 

I  hope  we  will  take  notice  of  that  and  I  hope  this  is  not  happen- 
ing all  across  the  country.  That  name  ought  to  be  in  bold  letters. 

Ms.  Richardson.  Well,  we  will  certainly  look  into  that  because, 
as  you  know,  when  we  told  you  we  were  going  to  be  doing  the  con- 
solidations, we  agreed  we  would  keep  the  problem  resolution  offi- 
cers in  each  of  the  former  districts,  and  hopefully  they  are  acces- 
sible. 

Senator  Pryor.  Don't  hide  them  from  us  by  not  giving  us  a 
phone  number. 

Ms.  Richardson.  Well,  I  was  going  to  say  hopefully  they  can  be 
found,  so  now  we  will  have  to  find  out.  We  will  look  into  that. 

Senator  Pryor.  We  have  had,  by  the  way,  additional  complaints 
about  our  Fort  Smith  ofiice,  which  used  to  be  a  fairly  sizable  office, 
and  it  is  my  understanding — I  may  be  wrong — that  now  as  tax  sea- 
son intensifies  and  the  necessity  of  receiving  more  services,  they 
are  only  open  2  days  a  week.  I  think,  as  Speaker  O'Neill  said,  all 
politics  is  local  and  a  lot  of  our  problems  are  local,  as  we  have  seen 
this  morning.  But  I  think  that  from  time  to  time,  we  need  to  bring 
these  matters  to  your  attention,  but  I  do  want  to  compliment  you 
for  your  attitude.  Madam  Commissioner. 

Ms.  Richardson.  Thank  you. 

Senator  Pryor.  I  am  very  glad  you  have  our  fi*iend,  Mr. 
Donelson,  here  and  your  other  very  fine  people  with  you. 

Thank  you,  Mr.  Chairman. 

Chairman  Stevens.  Thank  you. 

Ms.  Richardson.  Mr.  Chairman,  I  think  that  the  issue  that  Sen- 
ator Pryor  raises  and  you  raised  as  well  is  one  that  is  going  to  be 
increasingly  difficult  as  we  have  to  make  choices  about  where  and 
how  to  deploy  people.  It  was  earlier  asked  how  many  people  we 
have  today.  We  have  about  106,000  FTEs  on  board.  We  had 
114,000  a  year  ago.  Those  8,000  people  were  doing  something  and 
in  many  cases  they  were  providing  some  kind  of  face-to-face  con- 
tact. 

Chairman  Stevens.  If  GAO  is  right,  you  could  have  hired  a  lot 
of  people  for  the  money  you  have  wasted  so  far  on  the  moderniza- 
tion program  and  Cyberfile.  I  agree  you  have  to  make  decisions. 
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but  I  still  think  you  are  far  ahead  of  the  curve  in  the  need  for  com- 
puterization as  far  as  the  public  is  concerned.  You  are  dealing  with 
less  than  20  percent  of  the  people  and  all  we  have  mentioned  this 
morning,  all  of  it,  is  only  dealing  with  20  percent  of  the  people  who 
have  modems  in  their  capability.  We  don't  have  time  to  go  into  it 
today,  but  we  are  going  to  keep  going  on  this. 

I  appreciate  your  offer  to  look  into  the  situation  in  Alaska  again. 
I  asked  the  two  people  behind  you  to  come  down  to  demonstrate 
what  it  means  to  be  in  rural  America  and  try  to  deal  with  the  IRS. 
If  51  percent  of  the  people  are  getting  through  to  get  forms  and 
someone  repeatedly  tries  to  get  them  and  gets  ticked  off  and  won't 
call  anymore,  when  they  don't  file  they  go  to  jail.  What  happens  to 
your  people  that  didn't  answer  the  phone?  What  happens  to  the 
system  that  refuses  to  accept  the  fact  that  just  a  little  over  half  of 
the  people  are  getting  through?  To  me,  that  is  unacceptable.  Let 
me  tell  you,  I  wouldn't  be  here  one  term  if  we  had  a  system  where 
we  answered  the  phone  only  50  percent  of  the  time.  Yet,  you  all 
seem  complacent  about  it,  fi-ankly. 

Ms.  Richardson.  Well,  Mr.  Chairman,  I  am  not  complacent  and 
no  one  sitting  at  this  table  is  complacent  about  it,  and  that  is  why 
we  have  moved  as  quickly  as  we  could  to  implement  some  tech- 
nology. We  are  answering  more  phones  today  than  ever  before.  I 
think  3  years  ago,  we  served  about  73  million  taxpayers.  Last  year, 
it  was  about  110  million. 

Chairman  Stevens.  Yes,  but  then  you  had  people  at  the  desks 
in  the  individual  offices  that  you  have  closed  around  the  country. 
The  reason  the  phone  calls  are  more  important  now  is  because 
more  people  have  to  deal  with  you  by  phone. 

Ms.  Richardson.  Well,  we  are  able  to  answer  more  phone  calls 
now  than  ever  before  because  we  are  able  to  route  them  around  the 
country  because  of  the  technological  infi'astructure  we  have  in 
place  and  we  can  get  people  to  the  next  available  phone  answerer. 
I  have  to  tell  you  I  have  never  been  at  a  call  site — and  I  have  been 
at  many — where  people  were  sitting  around  letting  phones  ring  and 
not  getting  them  answered. 

Chairman  Stevens.  Well,  that  is  not  the  point.  Forty-nine  per- 
cent of  the  people  aren't  getting  through. 

Ms.  Richardson.  I  appreciate  that  and  it  is  a  resource  issue.  It 
is  virtually,  exclusively,  a  resource  issue. 

Chairman  Stevens.  Well,  that  is  what  we  are  going  into  in  this 
investigation  as  to  why  we  have  committed  so  much  money  to  mod- 
ernization and  it  doesn't  work  and  abandoned  offices  and  aban- 
doned telephones.  Now,  somehow  or  other  the  priorities  have  to  be 
put  back  in  order  to  meet  John  Q.  Citizen's  need  for  help  so  they 
can  comply  with  the  laws  we  pass. 

One  of  the  things  I  am  not  going  through  this  year,  but  next  year 
I  am  going  into  this  constant  commitment  we  have  had  that  if  we 
just  hire  more  agents,  we  are  going  to  bring  in  more  money.  I  have 
never  seen  an  oversight  of  our  Appropriations  Committee  on  our 
assertion  that  if  we  give  you  more  money  for  more  agents,  we  get 
more  money.  Now,  next  year  I  am  going  to  go  into  that.  I  am  going 
to  go  back — and  the  issue  is  not  yours  alone  to  defend;  it  goes  back 
about  8  years. 
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I  think  every  year,  we  have  given  you  more  money  for  more 
agents,  but  I  haven't  seen  the  increased  percentage  of  return  that 
is  related  to  that  money  we  have  invested  in  new  agents,  and  I 
think  that  is  what  Speaker  Gingrich  is  talking  about.  Many  of  us 
are  very  skeptical  about  the  fact  that  if  we  give  you  more  money, 
we  automatically  get  more  money  into  the  treasury,  particularly 
when  we  are  falling  down  in  terms  of  the  consumer-related  services 
that  people  have  become  accustomed  to.  Senator  Pryor  mentions 
just  the  lack  of  the  phone  line  anymore  and  identification  of  who 
to  call  if  you  have  a  problem  you  want  to  have  resolved.  I  do  be- 
lieve that  we  have  sort  of  assumed  everything  is  going  right. 

As  a  matter  of  fact,  most  people  are  afraid  of  you.  Most  people 
are  afraid  of  the  IRS.  Right  here  in  the  Senate,  I  was  told  don't 
do  this  because  it  is  just  going  to  excite  those  people.  I  am  serious 
with  you. 

Ms.  Richardson.  Well,  I  hope  that  it  was  said  in  jest  because  it 
is  certainly  not  true.  We  welcome  your  oversight. 

Chairman  Stevens.  How  many  oversight  hearings  have  you  had 
this  year? 

Ms.  Richardson.  This  is  the  third  one.  I  have  another  one  this 
week.  I  have  had  two  in  the  last  2  weeks,  this  one  and  one  on 
Thursday. 

Chairman  Stevens.  Well,  the  Department  of  Defense  has  one 
every  week,  twice  a  week,  in  my  other  committee. 

Ms.  Richardson.  That  is  true. 

Chairman  Stevens.  What  I  am  sa5ring  is  I  think  we  have  been 
paying  a  lot  of  attention  to  people  in  ether  areas,  but  we  haven't 
really  been  paying  a  lot  of  attention  to  the  IRS.  We  are  going  to 
go  ahead.  I  hope  your  people  will  cooperate  with  the  GAO  and  see 
if  we  can  complete  those  audits  so  we  can  understand  what  that 
subject  means.  I  hope  the  Committee  will  stay  with  it  and  we  will 
give  you  some  information  as  we  proceed,  as  I  indicated,  going 
through  with  the  GAO  recommendations  to  try  to  find  out — if  you 
agreed  to  them — ^why  haven't  they  been  implemented.  Again,  I 
agree  with  Senator  Glenn  and  Senator  Pryor.  That  may  be  a  prob- 
lem about  the  ability  of  a  new  director  to  sweep  clean,  if  he  or  she 
has  to. 

Ms.  Richardson.  Well,  we  will  be  submitting  reports  to  Congress 
within  the  next  30  days  to  our  appropriators,  but  we  will  most  cer- 
tainly send  you  and  your  Committee  those  reports.  The  reports  re- 
spond to  all  of  the  GAO's  concerns,  what  we  have  done  about  them, 
what  we  are  doing  about  them,  and  with  a  timetable  for  imple- 
menting them. 

Chairman  Stevens.  We  look  forward  to  that.  Thank  you  very 
much. 

Ms.  Richardson.  Thank  you,  sir. 

[The  prepared  statement  of  Ms.  Richardson  follows:] 

prepared  statement  of  MARGARET  MILNER  RICHARDSON 

Mr.  Chairman  and  Distinguished  Members  of  the  Committee:  Good  morning.  I  am 
pleased  to  be  here  today  to  discuss  two  of  the  IRS'  critical  responsibilities — mod- 
ernizing tax  administration  and  the  implementation  of  the  Chief  Financial  Officers' 
Act  (CFO)  of  1990.  With  me  are  Michael  Dolan,  Deputy  Commissioner,  Judy  Van 
Alfen,  Associate  Commissioner  for  Modernization,  Jim  Donelson,  Chief,  Taxpayer 
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Service  and  Acting  Chief  Compliance  Officer,  and  Tony  Musick,  our  Chief  Financial 
Officer. 

Modernizing  Tax  Administration 

Modernizing  our  current  tax  administration  system  requires  an  ongoing  effort  to 
update  technology,  improve  business  processes,  and  to  develop  a  flexible  organiza- 
tion. These  three  items  are  the  essence  of  modernization,  and  the  IRS  is  moderniz- 
ing on  all  these  fronts. 

Updating  Technology 

The  IRS  has  undertaken  a  series  of  technology  modernization  projects — collec- 
tively referred  to  as  the  Tax  Systems  Modernization  (TSM)  Program — to  modernize 
its  information  systems.  Originally  designed  in  1988  as  a  technology  replacement 
program,  the  TSM  Program  has  been  redesigned  in  order  to  assist  the  Service  in 
realizing  its  Business  Vision  in  the  year  2001,  although  many  of  the  projects  are 
scheduled  for  completion  before  then  and  some  projects  have  already  been  com- 
pleted. 

The  TSM  Program  will  enable  the  IRS  to  move  from  paper  and  more  labor  inten- 
sive processes  to  an  electronic  environment,  enabling  it  to  more  effectively  accom- 
plish its  mission,  which  is  to  collect  the  proper  amount  of  revenue  at  the  least  cost 
and  in  a  way  that  imposes  the  least  burden  on  taxpayers.  The  TSM  Program 
projects  are  designed  to  provide  more  accurate  and  timely  taxpayer  account  informa- 
tion to  enhance  the  IRS'  customer  service  and  compliance  efforts  while  reducing  the 
number  of  contacts  between  taxpayers  and  the  IRS. 

Tax  administration  is  dependent  on  the  receipt,  analysis  and  utilization  of  infor- 
mation submitted  by  taxpayers  and  other  sources,  e.g.,  employers  and  other  payors. 
The  TSM  Program  projects  fall  into  three  broad  categories:  those  that  will  facilitate 
capture  of  data  more  effectively  and  efficiently,  those  that  will  improve  our  ability 
to  store  and  analyze  data,  and  those  that  will  distribute  and  use  the  data  to  improve 
compliance  and  customer  service. 

All  of  these  TSM  Program  systems  will  be  supported  by  a  common  infrastructure 
and  related  support  services.  Infrastructure  components  include  various  tele- 
communication components,  systems  administration  and  operational  support  sys- 
tems, security,  operating  and  data  base  management  systems,  and  an  integrated  en- 
vironment for  systems  testing,  configuration  control  and  software  distribution.  All 
of  the  TSM  Program  systems  will  be  built  to  assure  that  confidential  taxpayer  infor- 
mation will  be  protected  from  unauthorized  access  and  use. 

Although  we  recognize  that  a  great  deal  of  work  remains  to  be  done  in  updating 
our  technology,  progress  has  already  been  made.  As  a  result  of  technology,  tax- 
payers have  more  options  for  filing  their  returns  and  paying  their  taxes  than  ever 
before.  For  example,  this  filing  season,  23  million  taxpayers  can  file  their  tax  re- 
turns with  a  phone  call  that  takes  less  than  10  minutes.  As  of  March  22,  1996,  2.5 
million  taxpayers  have  already  used  this  option.  Three  years  ago,  TeleFile  was  a 
pilot,  and,  just  last  year,  when  it  was  only  available  in  10  States,  680,000  returns 
were  filed  by  telephone.  We  are  also  using  technology  to  accept  payments  electroni- 
cally through  the  TaxLink/Electronic  Funds  Transfer  Payment  System,  used  by  em- 
ployers to  pay  employment  and  other  depository  taxes.  This  payment  method  is  fast- 
er, easier  and  more  accurate  for  tax  collectors  and  taxpayers  alike.  In  fiscal  year 

1995,  more  than  $232  billion  was  deposited  electronically,  a  major  increase  over  the 
$6.2  billion  deposited  in  fiscal  year  1994. 

Taxpayers  are  also  able  to  get  information  from  the  IRS  in  many  different  ways 
through  services  like  our  Internet  Home  Page  and  the  "fax  on  demand"  service.  We 
are  using  technology  to  answer  taxpayers'  questions  the  first  time  they  call  75  per- 
cent of  the  time  by  providing  our  employees  with  access  to  more  account  informa- 
tion. 

Technology  is  changing  the  way  our  compliance  operations  work.  For  example,  in 
fiscal  year  1995,  the  Integrated  Collection  System  (ICS),  which  provides  on-line  ac- 
cess to  current  account  information  to  our  revenue  officers,  was  used  in  two  dis- 
tricts. In  these  two  districts,  productivity  increased  more  than  30  percent.  This  pro- 
ductivity translates  directly  to  additional  tax  collections  "in  the  bank."  In  fiscal  year 

1996,  seven  additional  districts  will  be  using  ICS,  and  it  should  be  fully  installed 
nationwide  in  fiscal  year  1999.  Through  fiscal  year  2004  this  initiative  alone  will 
i-esult  in  an  additional  $2  billion  in  revenue  collected. 

We  are  also  putting  a  new  infrastructure  in  place.  A  number  of  initiatives  are  cur- 
rently underway  with  substantial  long-term  benefits.  One  of  the  keys  to  building  a 
world  class  information  management  system  is  to  make  appropriate  investments  in 
the   technical   infrastructure — hardware,   software   applications   and   telecommuni- 
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cations.  During  the  past  4  years,  we  have  awarded  contracts  that  upgrade  computer 
center  hardware,  modernize  operations  and  allow  us  to  utilize  commercial  expertise 
for  software  and  hardware  support,  information  engineering,  telecommunications, 
and  security.  As  of  today,  $1.7  billion  in  new  equipment  and  software  has  been  in- 
stalled across  the  country. 

Over  the  past  several  years,  our  technology  modernization  efforts  have  benefitted 
from  oversight  from  the  General  Accounting  Office  (GAO),  the  National  Research 
Council  (NRC),  and  the  Congress.  On  balance,  we  agree  with  the  assessments  in  the 
GAO  and  NRC  reports.  We  take  them  very  seriously,  but  more  importantly,  we  are 
doing  something  about  them.  The  criticisms  of  our  technology  modernization  efforts 
can  be  categorized  as  follows: 

(1)  Accountability  and  Management — the  need  to  centralize  management  of  tech- 
nology modernization  in  one  office; 

(2)  Managing  Information  Technology  Investments — the  need  to  better  prioritize 
technology  investments; 

(3)  Software  Development — the  need  to  develop  procedures  that  ensure  the  devel- 
opment of  high  quality  software; 

(4)  Technical  Infrastructure — the  need  to  develop  a  comprehensive  blue  print  of 
the  infrastructure; 

(5)  Electronic  Filing — the  need  to  develop  a  comprehensive  strategy  for  electronic 
filing. 

During  the  past  year,  management  of  the  TSM  Program  has  changed  signifi- 
cantly. Modernization  management  has  been  centralized  under  the  Associate  Com- 
missioner for  Modernization,  who  has  been  given  the  responsibility  and  authority 
to  manage  and  control  consistently  all  systems  development  and  reengineering  ef- 
forts within  the  IRS.  In  September  1995,  the  Associate  Commissioner  for  Mod- 
ernization became  responsible  for  the  formulation,  allocation,  and  management  of 
all  information  systems  resources.  This  was  an  important  step  in  the  process  of  en- 
suring that  all  information  systems  resources  are  used  in  accordance  with  the  IRS' 
strategic  objectives. 

The  Modernization  Management  Partnership  (MMP),  a  management  structure 
which  includes  me  and  the  Assistant  Secretary  for  Management/Chief  Financial  Of- 
ficer as  well  as  other  senior  IRS  and  Treasury  Department  officials,  was  established 
last  year  to  identify  and  address  important  technology  modernization  issues  at  the 
Departmental  level  The  Deputy  Secretary  has  indicated  plans  to  strengthen  the 
MMP  so  that  it  will  function  more  like  a  board  of  directors,  with  day-to-day  respon- 
sibility for  the  TSM  Program  remaining  with  the  IRS. 

In  response  to  criticisms  about  the  lack  of  a  clear  plan  for  implementing  the  TSM 
program  and  an  adequate  analytical  process  for  establishing  investment  priorities, 
we  put  in  place  an  investment  review  discipline  to  select,  control,  and  evaluate  in- 
vestment decisions  based  on  GAO  best  practices.  An  integral  part  of  this  discipline 
is  the  Investment  Review  Board,  established  in  October  1995,  chaired  by  the  Associ- 
ate Commissioner  for  Modernization,  which  is  responsible  for  assessing  and 
prioritizing  information  systems  investments,  monitoring  progress  of  spending 
against  plans  and  evaluating  the  results  of  those  investments.  In  addition,  we  re- 
cently reexamined  our  entire  modernization  program  to  ensure  that  information 
technology  investments  produce  the  maximum  business  value.  Based  on  the  results 
of  this  review,  we  are  establishing  achievable  and  manageable  priorities  for  the  next 
5  years.  We  also  have  a  new  Chief  Information  Officer  (CIO),  Mr.  Arthur  Gross,  who 
will  work  with  the  Associate  Commissioner  for  Modernization.  He  plans  to  begin 
work  on  April  15th.  Mr.  Gross  was  previously  the  Deputy  Tax  Commissioner  respon- 
sible for  systems  and  processing  for  New  York.  In  that  position,  he  led  a  broad  t£ix 
modernization  effort  for  the  State  during  the  past  several  years. 

We  recognize  that  our  software  development  capabilities  as  well  as  those  of  our 
contractors  must  be  improved,  and  we  have  taken  positive  steps  in  that  direction. 
Our  contractors  are  required  to  perform  at  a  level  that  produces  high  quality  soft- 
ware. We  are  also  improving  our  own  systems  development  capabilities  to  ensure 
that  the  TSM  Program  is  developed  consistent  with  modern  processes  and  stand- 
ards. Specifically,  we  are  enhancing  our  system  architecture  and  test  plans  to  pro- 
vide the  critical  road  maps  for  developing  and  implementing  fully  integrated  sys- 
tems. 

A  vital  aspect  of  updating  our  technology  is  enhancing  our  capabilities  for  safe- 
guarding taxpayer  information.  IRS  concurs  with  NRC's  advice  regarding  the  secu- 
rity of  tax  processing  systems  and  the  privacy  of  tax  information.  Information  sys- 
tems security  and  integrity  has  been  and  will  continue  to  be  one  of  the  highest  pri- 
orities for  the  Internal  Revenue  Service.  I  have  issued  two  policy  statements — the 
Declaration  of  Privacy  Principles  in  1994  and  the  IRS  Information  Security  Policy 
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in  1995.  Based  on  a  similar  recommendation  from  GAO,  we  recently  completed  a 
Security  Concepts  of  Operation  which  provides  an  IRS  users'  view  of  the  security 
capabilities  in  the  TSM  Program  systems  which  will  protect  teixpayer  data  from  un- 
authorized access  or  disclosure.  Security  will  also  be  an  integral  part  of  the  informa- 
tion systems  architecture. 

We  are  also  relying  heavily  on  private  sector  expertise  to  assist  in  our  technology 
modernization  projects.  To  meet  the  significant  challenges  of  such  a  large-scale  ef- 
fort, we  have  the  ability  to  access  private  sector  skills  and  experience  through  con- 
tracts with  the  IRS'  Federally  Funded  Research  and  Development  Center  (FFRDC), 
the  Integration  Support  Contract  (ISC)  and  the  Treasury  Information  Processing 
Support  Services  (TIPSS)  procurement. 

We  have  developed  a  plan  with  the  help  of  outside  experts  from  other  govern- 
mental agencies  and  the  private  sector  to  aggressively  expand  the  work  of  the  cur- 
rent Integration  Support  Contractor.  Under  this  new  approach,  the  Integration  Sup- 
port Contractor  will  assume  as  much  of  the  systems  integration  role  as  the  existing 
contract  permits.  This  will  include  the  architecture,  systems  engineering,  integra- 
tion and  test  activities  that  are  essential  to  successfully  integrate  the  systems.  IRS 
will  continue  to  make  the  decision  on  final  design  and  development.  Production  soft- 
ware development  work  is  and  will  be  contracted  out. 

In  addition,  the  newly-instituted  Presidential  Technology  Team  will  bring  experi- 
enced technical  professionals  from  across  government  to  work  on  technology  mod- 
ernization. The  IRS,  in  fact,  worked  with  0MB  to  create  this  concept  and  will  be 
the  first  beneficiary  of  its  effort. 

We  are  also  working  to  increase  electronic  filing  options,  like  TeleFile.  For  in- 
stance, beginning  in  fiscal  year  1994,  taxpayers  could  file  their  tax  returns  from 
their  home  computers  using  commercial  tax  preparation  software  through  a  third 

Earty  transmitter  for  a  small  fee.  As  of  March  22,  1996,  about  102,000  taxpayers 
ad  used  this  filing  method,  a  significant  increase  from  the  1,000  that  filed  through 
this  service  last  year.  We  are  in  the  process  of  developing  a  program  that  will  allow 
taxpayers  to  file  directly  with  the  IRS  from  their  home  computers  free  of  charge. 
And  we  are  looking  for  options  that  will  allow  preparers  who  use  software  to  pre- 
pare returns  to  file  those  returns  electronically. 

Improving  Business  Processes 

Along  with  updating  our  technology,  we  are  also  improving  our  business  processes 
to  make  them  more  efficient  and  effective.  For  instance,  in  1994,  the  IRS  volun- 
teered to  serve  as  a  pilot  agency  for  the  Government  Performance  and  Results  Act 
(GPRA).  GPRA  requires  agencies  to  set  goals,  establish  measures,  and  report  on 
their  accomplishments,  as  well  as  integrate  performance  measures  into  the  budget 
and  strategic  planning  process.  Our  participation  as  a  GPRA  pilot  agency  has 
helped  us  improve  our  budget,  strategic  planning  and  evaluation  processes.  This 
year  as  part  of  our  GPRA  responsibilities,  we  are  integrating  our  planning,  budget- 
ing and  assessment  processes  and  will  complete  the  first  draft  of  an  Integrated  Stra- 
tegic Plan  and  Budget  next  month. 

We  have  also  reengineered  many  of  our  administrative  processes  to  be  less  labor 
intensive  and  to  take  advantage  of  available  technology.  Through  an  innovation  we 
call  "Employee  Express,"  our  employees  can  now  manage  their  own  employment  ac- 
counts, directly  changing  their  tax  withholding,  savings  bond  allotments.  Thrift  Sav- 
ings Plan  contributions  and  other  personnel  actions  through  the  use  of  a  touch  tone 
telephone  or  centrally  located  kiosks.  In  the  past,  these  employees  filled  out  forms 
and  sent  them  to  their  personnel  offices  where  other  employees  made  the  changes 
to  the  payroll  system. 

We  have  fully  automated  our  travel  accounting  system,  and  this  system  was 
showcased  as  an  example  of  a  government  agency  implementing  the  best  practices 
of  the  private  sector  at  a  March  8  hearing  on  Government-wide  Travel  Management 
before  the  Senate  Committee  on  Governmental  Affairs,  Subcommittee  on  Oversight 
of  Government  Management  and  the  District  of  Columbia.  In  reengineering  this 
process,  we  were  able  to  eliminate  all  but  two  steps:  a  certification  of  the  claim  by 
the  traveler  and  the  approval  by  the  supervisor.  Employees  are  reimbursed  in  about 
5  to  7  days.  In  fiscal  year  1995,  we  processed  83  percent  of  our  travel  vouchers  or 
about  325,000  vouchers  electronically. 

We  have  also  changed  our  business  processes  so  that  we  can  serve  taxpayers  bet- 
ter. For  example,  we  are  eliminating  notices  that  are  now  sent  out  about  46  million 
times  a  year.  This  is  good  for  both  the  IRS  (we  save  $20  million  in  printing  and 
postage  and  eliminate  subsequent  questions)  and  taxpayers  who  are  relieved  of  the 
stress  that  can  surface  when  an  official  looking  letter  from  the  IRS  arrives  in  the 
mail.  The  notices  we  will  continue  to  send  are  being  rewritten  in  clearer  language 
so  that  fewer  recipients  will  require  further  explanation. 
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We  have  changed  the  processes  we  use  to  accomphsh  our  compliance  mission,  as 
well,  by  putting  more  emphasis  on  working  with  taxpayers  on  difficult  issues  with 
such  tools  as  alternate  dispute  resolution  and  Market  Segment  guidance.  Working 
with  private  industry,  we  are  responding  to  the  increased  sophistication  of  trans- 
actions in  the  financial  world  and  specialization  in  the  business  community.  We 
have  cooperatively  developed  Market  Segment  Specialization  Program  guidelines,  fo- 
cusing on  the  practical  problems  of  examining  a  market  segment  and  identifying 
particular  issues  of  interest  to  the  IRS.  In  turn,  taxpayers  are  better  informed  about 
the  non-compliance  in  that  market  and  about  the  IRS'  position  on  that  issue. 
Through  January  1996,  we  had  issued  27  Market  Segment  guidelines  covering  23 
markets. 

We  will  continue  reviewing  our  processes  and  make  changes  that  will  make  us 
more  efficient  and  make  it  easier  for  taxpayers  to  deal  with  us. 

Business  Structure 

The  remaining  part  of  our  modernization  efforts  involves  realigning  our  organiza- 
tional structure  to  make  it  more  efficient  and  effective.  We  are  concentrating  on  the 
work  currently  performed  by  Service  Centers,  Computing  Centers,  Automated  Col- 
lection and  Taxpayer  Service  telephone  sites,  and  district  offices.  During  fiscal  year 
1994  and  1995,  we  consolidated  our  70  phone  and  correspondence  operations  into 
34  and  will  consolidate  ultimately  in  23  Customer  Service  Centers.  We  will  soon  be 
operating  with  three  Computing  Centers  responsible  for  centralized  mainframe  com- 
puting instead  of  the  12  operating  today. 

On  October  1,  1995,  the  number  of  regions  was  reduced  from  seven  to  four,  the 
staff  in  the  remaining  four  regions  was  reduced,  and  we  began  to  consolidate  from 
63  district  headquarters  to  33  offices.  The  district  consolidations  are  ahead  of  sched- 
ule and  will  be  completed  by  October  1.  In  the  summer  of  1993,  we  decreased  the 
number  of  locations  providing  administrative  support  services  from  more  than  80  to 
24;  three  more  will  be  eliminated  this  year.  Despite  this  38  percent  decrease  in  sup- 
port services  managers  and  an  overall  decrease  of  20  percent  of  support  services  em- 
ployees, the  job  is  getting  done. 

Financial  Management — The  Chief  Financial  Officers'  Act  of  1990 

I  would  now  like  to  discuss  the  Chief  Financial  Officers'  Act  of  1990,  its  contribu- 
tion to  improved  financial  management  in  IRS,  and  the  actions  we  are  taking  to  im- 
plement the  objectives  of  the  Act.  The  expectations  of  the  Act  include: 

•  the  deployment  of  modern  systems  to  replace  outdated  ones; 

•  the  development  of  better  performance  and  cost  measures;  and 

•  the  design  of  results-oriented  reports  that  integrate  budget,  accounting,  and 
program  information. 

The  passage  of  the  Act,  and  the  designation  of  IRS  as  a  pilot  agency,  gave  us  a 
unique  opportunity  over  the  last  4  years  to  improve  financial  management  to  meet 
these  expectations  and  provide  full  accountability  to  all  our  constituencies.  The  IRS, 
as  with  virtually  all  other  agencies  privileged  to  be  CFO  Act  pilots,  has  both  made 
progress  and  faced  unexpected  challenges  in  meeting  financial  audit  requirements. 
We  at  IRS  are  using  the  CFO  Act  and  the  financial  statement  audit  as  our  blueprint 
for  financial  management  improvements.  The  process  of  preparing  financial  state- 
ments and  having  them  audited  imposes  a  critically  important  discipline  on  us — a 
discipline  which  can  only  benefit  the  taxpayers  of  the  United  States.  It  is  only  ap- 
propriate that  we  be  held  to  the  same  standards  to  which  we  hold  taxpayers. 

As  the  collector  of  over  90  percent  of  the  nation's  revenues,  we  fully  understand 
that  we  have  a  special  obligation  to  taxpayers  to  be  accountable  for  each  tax  dollar 
we  collect  and  spend.  I  will  focus  on  the  two  systems  we  ha^^'e  installed  that  allow 
us  to  meet  this  obligation. 

Financial  Statement  Audits 

As  the  head  of  the  government's  primary  revenue  collection  agency,  I  want  to  as- 
sure taxpayers  that  the  IRS  has  strong  systems  and  controls  to  ensure  that  their 
individual  accounts  are  accurate.  These  systems  work.  Each  year,  the  GAO  has  cer- 
tified the  more  than  $1  trillion  we  collect  has  been  properly  deposited  in  the  Treas- 
ury. This  is  no  small  accomplishment  for  an  organization  that  handles  over  1  billion 
information  documents  per  year,  processes  more  than  200  million  returns,  and  is- 
sues more  than  90  million  refunds.  Any  complex  system  will  produce  some  errors, 
and  ours  does,  but  we  make  great  efforts  to  detect  and  correct  them  promptly. 

While  I  said  at  the  start  of  my  testimony  that  I  was  pleased  to  be  here,  I  am 
frankly  less  than  pleased  with  the  results  of  the  GAO  financial  statement  audits  in 
the  past  3  years.  It  is  disturbing  to  hear  that  the  IRS  "has  not  passed  its  financial 
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audit."  And,  we  are  quite  concerned  as  well.  But  it  is  important  that  we  all  under- 
stand what  is  not  meant  and  what  is  meant  by  that  remark.  It  does  not  mean  that 
the  money  the  IRS  is  supposed  to  be  collecting  or  spending  has  simply  dis- 
appeared— or  somehow  been  misappropriated.  This  has  not  occurred. 

The  Service  has  two  separate  financial  processes  to  track  funds:  the  administra- 
tive system  that  handles  our  appropriated  funds  and  our  revenue  accounting  system 
that  tracks  tax  collections.  It  is  important  to  understand  these  two  different  systems 
in  order  to  understand  the  GAO's  audit  findings  and  what  we  are  doing  to  improve 
both  systems  to  comply  with  the  CFO  Act. 

Results  of  Fiscal  Year  1994  Audit 

The  IRS'  first  financial  statement  audit  by  the  GAO  was  for  fiscal  year  1992.  In 
the  1994  financial  statement  audit,  GAO  recognized  the  progress  we  had  made  since 
1992  in  implementing  a  new  administrative  accounting  system,  in  transferring  our 
payroll  processing  to  the  Department  of  Agriculture's  National  Finance  Center,  and 
in  improving  the  accounting  for  federal  revenues.  But  GAO  also  listed  five  primary 
reasons  why  they  were  unable  to  express  an  opinion  on  the  financial  statements: 

(1)  They  could  not  reconcile  the  amount  of  total  revenue  of  $1.3  trillion  reported 
in  the  financial  statements  to  accounting  records  maintained  for  individual 
taxpayers. 

(2)  They  could  not  substantiate  amounts  reported  for  various  types  of  taxes  col- 
lected, for  example,  social  security,  income  and  excise  taxes. 

(3)  They  could  not  determine  the  reliability  of  our  estimates  of  accounts  receiv- 
able. 

(4)  They  could  not  substantiate  a  significant  portion  of  our  $2.1  billion  in  non- 
payroll  expenses,  primarily  due  to  lack  of  documentation,  and 

(5)  IRS  could  not  reconcile  its  fund  balances  with  Treasury  accounts. 

While  our  goal  is  a  clean  financial  statement  audit  opinion  at  the  earliest  possible 
time,  and  I  reaffirm  that  commitment  today,  I  would  also  like  to  highlight  some  of 
the  progress  we  have  made  since  fiscal  year  1994  in  addressing  some  of  the  GAO's 
concerns.  The  fiscal  year  1995  financial  statement  audit  is  currently  underway  but 
GAO  has  not  given  us  any  indication  when  it  will  be  completed. 

Accounting  for  the  Appropriated  Funds  that  the  IRS  Spends 

We  are  very  proud  of  the  significant  improvements  we  have  made  in  our  Adminis- 
trative Accounting  System.  Just  5  years  ago,  we  had  eight  separate  systems.  Now 
we  have  a  single  corporate  data  base  for  our  over  $7  billion  in  appropriated  funds. 
In  addition,  in  the  last  2  years  we  have  made  measurable  improvements.  For  in- 
stance, 

•  We  implemented  our  integrated  financial  system,  transferred  payroll  to  the  Na- 
tional Finance  Center,  and  integrated  other  administrative  systems  to  capture 
data  at  the  source  and  transmit  this  data  electronically  to  our  corporate  finan- 
cial database. 

•  Our  travel  vouchers  and  payments  to  contractors  have  been  automated  nation- 
wide. The  traveler  keys  the  travel  information  into  the  system,  certifies  the 
electronic  voucher,  and  sends  it  to  the  supervisor.  Once  the  supervisor  approves, 
the  traveler  will  receive  payment  in  5  to  7  days.  Over  80  percent  of  our  travel 
vouchers  were  processed  this  way  in  fiscal  year  1995. 

•  We  implemented  commitment  accounting  procedures,  so  that  we  will  have  time- 
ly information  about  how  money  is  being  spent  and  so  that  we  can  manage  our 
expenditures  more  carefully. 

•  We  linked  the  procurement  system  with  the  administrative  accounting  system 
to  enable  obligatiois  to  be  transferred  electronically. 

To  show  the  progress  we  have  made  in  improving  our  administrative  finance  oper- 
ations, the  GAO  was  unable  to  audit  our  administrative  accounting  systems  for  fis- 
cal year  1992.  In  fiscal  year  1993,  our  system  was  auditable,  but  we  were  unable 
to  provide  supporting  information  for  among  other  things  the  reconciliation  of  budg- 
eted amounts  to  actual  expenditures.  For  fiscal  year  1994,  the  GAO  audit  report  fo- 
cused on  just  two  administrative  accounting  issues  in  this  area — failure  to  reconcile 
our  accounts  with  Treasury  and  the  lack  of  receipt  and  acceptance  documentation 
for  non-payroll  payments,  such  as  rent  payments  to  GSA  and  printing  payments  to 
GPO. 

Regarding  these  two  issues,  we  are  reconciling  our  cash  balances  to  Treasury's 
records  through  fiscal  year  1995  and  will  ensure  these  balances  are  reconciled  on 
a  monthly  basis.  On  the  non-payroll  payments,  the  concern  of  GAO  was  that  we 
were  not  adequately  verifying  the  payments  being  made  for  us  by  GSA  and  GPO. 
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We  are  reviewing  the  processes  involved  and  working  to  improve  them,  but  the  solu- 
tion requires  the  assistance  of  GSA  and  GPO. 

Improving  Financial  Information  Systems 

A  significant  example  of  the  effectiveness  of  our  improved  administrative  financial 
systems  was  our  ability  to  track  one  of  our  major  programs.  In  fiscal  year  1995,  we 
received  funding  for  a  Compliance  Initiative,  a  5-year  plan  with  the  monies  raised 
going  directly  to  deficit  reduction.  (Ironically,  because  of  budget  cuts,  it  was  not 
funded  for  fiscal  year  1996.) 

In  order  to  meet  our  commitment  to  Congress  to  account  for  the  Initiative  so  that 
we  could  verify  the  money  raised  by  the  FTEs  hired  under  the  Initiative,  we  devel- 
oped comprehensive  tracking  procedures  that  enabled  us  to  provide  a  clear  and  veri- 
fiable picture  of  the  results.  Using  our  Enforcement  Revenue  Information  System 
(ERIS),  we  were  able  to  produce  reports  showing  resource  and  revenue  plans  and 
results  in  far  greater  detail  than  ever  before. 

The  results  have  been  impressive.  Because  of  the  information  produced  by  our 
tracking  system,  I  can  tell  you  that  our  Compliance  Initiative  yielded  over  $800  mil- 
lion in  revenue  in  fiscal  year  1995,  far  exceeding  the  $331  million  we  promised.  Re- 
grettably, much  of  the  progress  we  have  made  in  improving  our  collection  efforts 
that  I  will  be  discussing  with  you  today,  is  because  of  the  Compliance  Initiative  and 
may  be  jeopardized  by  its  abandonment. 

Accounting  for  the  Revenue  that  the  IRS  Collects 

The  Revenue  Accounting  and  Control  System  (RACS),  which  was  implemented 
during  1984,  was  not  designed  to  provide  the  detailed  information  required  by  the 
CFO  Act  for  financial  statement  presentations.  Most  of  the  problems  with  the  reve- 
nue accounting  procedures  that  have  been  raised  by  GAO  concern  summary  data 
produced  by  RACS  that  is  difficult  to  reconcile  on  a  transaction  by  transaction  basis 
with  our  Masterfile. 

While  we  can  and  do  reconcile  gross  amounts  collected,  we  have  been  unable  to 
give  GAO  auditors  the  information  that  they  would  like  to  have  to  tie  individual 
transactions  to  their  sources.  Because  the  revenue  systems  were  not  designed  to 
meet  the  CFO  Act  audit  requirements,  our  real  challenge  is  to  alter  our  revenue 
accounting  system  to  provide  the  necessary  data  to  meet  the  new  standards,  so  that 
our  revenue  accounting  systems  can  also  get  a  clean  audit  opinion. 

To  immediately  address  this  issue,  for  the  fiscal  year  1995  audit,  the  Service  is 
providing  detailed  revenue  receipt  information  from  the  individual  taxpayer  ac- 
counts contained  in  the  Masterfile.  Also,  we  are  installing  a  short-term  system  solu- 
tion, the  Interim  Revenue  Accounting  Control  System  or  IRACS.  By  July,  IRACS 
should  be  implemented  nationwide  so  that  the  network  will  connect  the  database 
located  at  our  Detroit  Computing  Center  with  our  10  service  centers.  The  system 
will: 

•  improve  balancing  routines  and  validity  checks, 

•  provide  additional  information  on-line, 

•  retain  3  years  worth  of  data  instead  of  the  1  month  that  we  currently  retain, 
and 

•  interact  electronically  with  and  extract  data  from  other  tax  processing  systems. 

With  these  efforts  our  ability  to  account  for  the  revenue  we  collect  will  continue 
to  improve. 

Conclusion 

I  have  tried  to  demonstrate  to  you  and  the  Members  of  the  Subcommittee  [sic] 
the  priority  and  significance  that  we  attach  to  both  our  efforts  to  modernize  the  tax 
administration  system  and  to  satisfy  our  financial  management  responsibilities 
under  the  Chief  Financial  Officers'  Act.  We  have  worked  hard  to  improve  in  both 
areas  and  I  am  pleased  to  report  progress.  But  despite  that  progress,  we  recognize 
that  we  still  have  much  more  to  do. 

Chairman  STEVENS.  We  have  one  last  series  of  witnesses,  Mr. 
Clagett  and  Mr.  Irvine— Robert  P.  Clagett  and  C.A.  Irvine,  of  the 
Computer  Science  and  Telecommunications  Board  of  the  National 
Research  Council.  I  am  sorry  to  keep  you  waiting,  gentlemen.  We 
appreciate  your  courtesy  in  being  willing  to  appear  today  and  com- 
ment upon  the  review  you  have  made  of  this  problem. 

Who  is  going  to  go  first? 
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Mr.  Clagett.  I  am,  Senator. 

Chairman  Stevens.  Thank  you  very  much,  sir. 

TESTIMONY  OF  ROBERT  P.  CLAGETT,  CHAIRMAN,  COMMITTEE 
ON  CONTINUED  REVIEW  OF  THE  TAX  SYSTEMS  MODERNIZA- 
TION OF  THE  INTERNAL  REVENUE  SERVICE,  NATIONAL  RE- 
SEARCH COUNCIL;  ACCOMPANIED  BY  C.A  IRVINE,  MEMBER, 
COMMITTEE  ON  CONTINUED  REVIEW  OF  THE  TAX  SYSTEMS 
MODERNIZATION  OF  THE  INTERNAL  REVENUE  SERVICE,  NA- 
TIONAL RESEARCH  COUNCIL 

Mr.  Clagett.  Yes,  sir.  In  fact,  I  will  make  the  only  statement 
and  then  we  can  go  into  questions. 

Chairman  Stevens.  Yes,  sir. 

Mr.  Clagett.  Good  morning.  I  am  Robert  P.  Clagett.  I  am  a  lec- 
turer at  the  University  of  Rhode  Island  and  I  am  Chairman  of  the 
National  Research  Council's  Committee  on  Continued  Review  of 
the  Tax  Systems  Modernization  of  the  IRS.  I  am  also  a  member  of 
the  National  Academy  of  Engineering. 

The  National  Research  Council  is  the  operating  arm  of  the  Na- 
tional Academy  of  Sciences,  the  National  Academy  of  Engineering 
and  the  Institute  of  Medicine.  They  were  chartered  in  1863  to  ad- 
vise the  government  on  matters  of  science  and  technology.  With  me 
today,  as  you  know,  is  Al  Irvine,  who  is  a  member  of  the  commit- 
tee, and  he  is  president  of  Eclectic  Solutions  Corporation. 

The  project  I  chaired  involved  an  original  committee,  followed  by 
an  extension  of  some  of  the  membership  plus  some  new  members. 
It  produced  6  reports  over  a  period  of  5  years.  My  remarks  today 
will  draw  on  our  last  report,  the  February  1996  publication.  That 
publication  is  entitled  "Continuing  Review  of  the  Tax  Systems 
Modernization  of  the  IRS."  It  was  released  to  the  IRS  in  December 
of  1995.  The  IRS  was  the  sponsor  of  the  project,  but,  consistent 
with  NRC  policy,  did  not  preview  the  findings  or  the  recommenda- 
tions. 

The  committee — the  original  and  the  extension — ^which  I  chaired 
was  rich  in  private  sector  experience  with  large  systems  develop- 
ment and  management,  as  well  as  technological  expertise.  My  com- 
mittee and  I  strongly  believe  that  modernization  of  the  information 
systems  of  the  IRS  is  very  important.  The  Service  still  has  a  lot  of 
old  computer  equipment,  which  is  difficult  to  maintain.  Only  part 
of  the  returns  processing  today  is  computerized,  with  taxpayer 
paper  files  the  main  mode  of  operations  still.  Modernization  would 
enable  better  customer  service  and  better  agency  and  government 
performance. 

In  the  course  of  our  work,  we  focused  on  the  ability  of  the  IRS 
to  modernize,  while  monitoring  its  progress.  We  made  several  rec- 
ommendations relating  to  IRS  structure  and  management  that 
have  been  implemented.  Among  them,  for  example,  was  the  estab- 
lishment of  focused  units  to  address  needs  in  architecture  and  pri- 
vacy, elevation  of  positions  with  responsibility  for  human  resources 
and  for  management  of  the  tax  systems  modernization;  that  is,  the 
modernization  executive  position  that  is  now  an  Associate  Commis- 
sioner. Through  such  actions,  the  IRS  has  improved  its  organiza- 
tion. 
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A  central  concern  of  the  committee  was  management,  running 
across  the  spectrum  from  a  vision  statement  through  planning  and 
implementation.  Quoting  from  our  last  report,  the  1996  report, 
"The  committee  believes  that  success  starts  with  a  concise  business 
vision,  a  well-organized  modernization  process,  a  clear  systems  ar- 
chitecture, a  complete  development  plan,  and  a  strong  set  of 
metrics  to  determine  progress,"  quite  similar  to  what  the  GAO 
showed  you  earlier. 

The  IRS  has  created  a  vision  statement,  and  it  has  begun  a  proc- 
ess of  reengineering  its  business  processes.  However,  these  efforts 
remain  somewhat  disjoint  from  TSM.  Of  greatest  concern  are  the 
enduring  deficiencies  in  technical  management.  It  is  in  this  area 
that  progress  must  be  made  if  TSM  is  to  succeed.  Those  defi- 
ciencies show  up  in  the  IRS'  own  software  and  system  development 
organization,  its  lack  of  a  concise  statement  of  system  architecture, 
its  approach  to  and  slow  rate  of  improvement  in  development  proc- 
esses, and  its  incomplete  attention  to  system  and  data  security. 

The  committee  frequently  expressed  concern  about  the  lack  of  ex- 
perience in  large  systems  development  and  implementation  within 
IRS  management.  This  deficiency  shows  up  in  the  rate  of  internal 
progress  and  in  the  nature  and  effectiveness  of  interactions  with 
contractors  involved  in  TSM  development.  I  would  say  here,  as  I 
have  said  repeatedly  to  the  IRS,  that  the  Service  should  not  have 
had  the  in-house  capability  to  take  on  such  a  large  project  when 
it  started.  That  condition  was  no  embarrassment,  but  it  should 
have  assessed  the  complexity  of  developing  such  a  large  project  and 
then  acquired  the  trained,  experienced  management  team  needed 
to  direct  it. 

Instead,  it  relied  on  competent  in-house  managers  who  were  and 
are  generalists  who  have  advanced  within  IRS  for  many  years. 
These  are  good  people  who  know  how  to  run  the  IRS  as  it  exists 
today.  At  the  same  time,  they  have  not  grasped  our  recommenda- 
tions as  to  what  it  takes  to  develop  a  huge  information  system  such 
as  TSM. 

Quoting  again  from  our  report,  "The  IRS  must  implement  the  fol- 
lowing recommendations  immediately  and  forcefully.  Otherwise, 
the  goals  of  the  TSM  effort  are  in  serious  jeopardy."  I  am  going  to 
run  through  them.  The  first  recommendation  is  to  acquire  technical 
management  expertise  through  both  hiring  and  contracting,  start- 
ing with  a  highly  qualified  CIO  to  fill  the  vacant  position.  Of 
course,  I  am  pleased  to  note  that  position  has  now  been  filled,  and 
I  sincerely  hope  the  new  CIO  has  the  background  and  experience 
to  help  make  TSM  effective.  In  addition,  I  need  to  add,  though, 
that  other  qualified,  trained,  and  experienced  managers  are  needed 
at  other  levels  as  well. 

The  second  recommendation  is  to  effectively  integrate  operational 
and  technical  goals  by  developing  a  set  of  metrics  to  measure  per- 
formance; that  is,  what  do  you  want  to  have  happen  when  it  is 
complete? 

Third,  develop  an  adequate  architectural  definition  design,  led  by 
the  systems  architect's  office  that  they  have  created,  and  enforced 
by  a  strong  set  of  interface  specifications  for  key  applications  of 
systems  and  a  process  for  maintaining  them  properly. 
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Fourth,  significantly  increase  the  scope,  level  of  effort,  manage- 
ment attention,  and  tools  devoted  to  security  development. 

Fifth,  implement  an  overall  process  improvement  plan.  I  won't 
really  go  through  it.  It  is  the  same  idea  you  have  just  heard  from 
GAO,  to  bring  their  internal  capability  up  to  Level  2  and  then  go 
from  there.  That  includes,  of  course,  training,  assessment  of  where 
they  are  today,  and  so  forth. 

Sixth,  focus  efforts  on  the  integrated  case  processing  project.  We 
picked  that  one  because  it  is  key  to  all  of  TSM.  What  we  were  try- 
ing to  do  was  tell  them  once  again,  as  we  have  before,  in  the  other 
reports,  pick  one,  do  it  well,  test  it,  get  it  into  the  field,  and  then 
go  from  there.  Furthermore,  I  think,  and  we  state  in  there,  TSM 
funding  for  projects  that  do  not  support  such  a  focused  effort 
should  be  reduced  until  definite  improvement  is  shown. 

Absent  follow-through,  new  approaches  to  TSM  may  be  nec- 
essary, in  our  opinion.  One  possibility,  of  course,  would  be  to  as- 
sess, justify,  and  fund  each  component  project  individually.  Another 
might  be  to  out-source,  as  Senator  Glenn  says — that  is,  to  contract. 
The  committee  believes,  however,  that  correcting  the  deficiencies  as 
identified  and  strengthening  its  management  is  the  best  course  of 
action  for  IRS  and  the  country,  again  just  as  GAO  said. 

Our  committee  has  expressed  concern  that  the  problems  raised 
here,  like  some  of  the  specific  recommendations,  have  been  raised 
previously  and,  in  fact,  for  quite  a  few  years.  We  therefore  suggest 
that  some  ongoing  mechanism  be  established  that  can  both  advise 
the  commissioner  and  foster  constructive  interaction  between  the 
IRS  and  its  oversight  organizations  to  assure  the  best  possible  fo- 
cused decisionmaking  and  communication. 

With  that,  I  thank  you.  Mr.  Irvine  and  I  will  be  glad  to  try  to 
answer  any  questions  you  have. 

Chairman  STEVENS.  Well,  I  do  thank  you  very  much.  Your  rec- 
ommendations are  quite  similar  to  GAO,  which  you  heard,  and  I 
am  sure  you  have  worked  with  them,  too. 

Mr.  Clagett.  No,  we  haven't  worked  with  them  very  much. 

Chairman  Stevens.  You  haven't? 

Mr.  Clagett.  They  have  been  independent  assessments. 

Chairman  Stevens.  That  is  very  good.  They  are  quite  concise 
and  similar  and  point  in  the  same  direction  as  far  as  the  concepts 
of  developing  the  plan. 

Do  you  think  we  are  at  the  situation  where  we  ought  to  say,  well, 
let's  go  back  and  start  all  over  again  and  start  it  from  the  begin- 
ning as  you  indicated  it  should  have  been  started  in  the  first  place? 

Mr.  Clagett.  Well,  let  me  start  by  saying  it  is  pretty  late  to  do 
that.  On  the  other  hand,  after  5  years  I  have  to  tell  you  that  the 
committee  is  not  very  optimistic  that  IRS  will  or  can  implement  all 
the  recommendations  that  we  have  made. 

Chairman  Stevens.  Have  you  analyzed  why  that  is  the  case,  Mr. 
Clagett?  Is  it,  as  the  other  gentleman  said 

Mr.  Clagett.  I  will  be  glad  to  give  you  my  speculation.  It  cer- 
tainly is  somewhat  different  than  the  answer  you  got  from  GAO. 

Chairman  Stevens.  Is  it  civil  service  restrictions? 

Mr.  Clagett.  I  don't  know  if  it  is  civil  service  restrictions  so 
much  as  it  is  the  way  in  which  the  Federal  agencies  work.  This  is 
my  own  experience  now.  We  have  not  addressed  that  specifically  in 
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the  committee,  so  I  will  give  it  as  my  opinion.  I  have  served  on 
other  committees  looking  at  similar  modernizations.  DLA — I  earlier 
chaired  that  one,  similar  kinds  of  problems,  and  that  is  the  ap- 
proach that  was  taken. 

Most  private  organizations,  when  they  have  such  a  problem — I 
know  CEOs  of  several  companies  that  have  done  large  projects,  and 
I  have  asked  them  how  they  go  about  it.  The  first  question,  of 
course,  is  what  is  it  we  want  done;  what  kinds  of  things  do  we 
want  to  accomplish  when  we  finish.  So  the  very  first  thing  is  an 
overview,  a  vision  of  what  it  is  they  want  done.  It  took  the  commit- 
tee a  couple  of  years  to  convince  IRS  that  that  is  the  first  thing 
that  ought  to  be  done,  and  th^t  was  well  after  they  were  into  devel- 
opment. 

Second,  then,  usually  the  private  firm  is  just  like  IRS  and  would 
say,  well,  we  don't  have  the  wherewithal,  the  technical  knowledge, 
the  leadership  to  do  such  a  job,  and  they  will  go  out  and  find  a  top 
person  to  lead  such  an  effort.  Certainly,  if  it  were  the  size  of  TSM, 
they  would  do  that.  Instead,  of  course,  IRS  started  fi-om  within, 
had  a  CIO,  and  apparently  decided  they  could  develop  TSM  inter- 
nally. 

Yes,  there  are  civil  service  problems  in  hiring  a  first-rate  person 
who  has  had  large-development  experience  and  has  technical  train- 
ing, but  that  is  the  way  it  would  be  done  outside.  That  person 
would  then  bring  in  some  key  people  who  had  good  technical  expe- 
rience, good  large-project  management  experience,  and  then  draw 
from  that  people  to  work  with  them.  That  was  not  done.  Therefore, 
the  planning  wasn't  done  in  that  way.  There  was  not — the  same 
thing  you  saw  on  the  board  with  GAO;  there  wasn't  a  full  plan  set 
out,  from  which  metrics  could  be  developed.  That  said,  now  we  will 
know  when  it  is  we  have  achieved  success,  then  work  back  in  the 
project  to  set  milestones  to  get  there. 

Absent  all  that,  I  believe  the  only  thing  to  do  now  is  what  you 
have  heard  earlier,  and  that  is  to  back  off  from  TSM,  put  TSM  as 
a  whole  concept  on  the  shelf,  and  have  IRS  propose  specific 
projects — we  picked  ICP  and  proposed  that  they  throw  all  of  their 
efforts  on  to  completing  that,  doing  it  well,  upgrading  their  soft- 
ware people  at  the  same  time,  learning  from  it,  testing  it,  and  then 
putting  it  into  the  field,  and  then  make  a  proposal  to  move  to  the 
next  project.  That  would  also  give  them  time  to  do  the  two  things 
we  still  think  are  urgently  needed;  that  is,  a  system  architecture 
overview  so  that  you  have  a  complete  picture  of  the  whole  project, 
and  also  time  to  develop  the  standards  for  interfaces. 

One  of  the  things  that  I  worry  about  when  they  are  doing  all  of 
these  projects  simultaneously  without  standards  is  that  they  are 
not  going  to  achieve  the  goals  of  TSM,  because  the  different  devel- 
opments are  not  going  to  be  able  to  fully  communicate  with  each 
other. 

So,  that  is  a  long-winded  answer  to  your  question.  I  think  it  is 
a  serious  problem  and  I  don't  think  IRS  is  alone  in  the  problem. 

Chairman  Stevens.  What  you  are  really  sa3dng  is  you  question 
whether  the  IRS  is  capable  of  implementing  TSM  as  it  is  now 
structured. 

Mr.  Clagett.  That  is  very  right. 

Do  you  want  to  add  anything,  Mr.  Irvine? 
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Mr.  Irvine.  Well,  I  think  everybody  needs  to  understand  that 
software  is  still  among  the  most  difficult  things  we  try  to  put  to- 
gether. I  have  been  in  the  business  40  years,  and  look  anywhere — 
private  industry,  government,  anywhere — and  you  will  discover 
that  we  don't  perform  as  well  in  terms  of  meeting  schedule,  meet- 
ing budget,  and  providing  capability  in  software  as  we  do  anywhere 
else.  That  is  because  it  is  really  complicated.  These  are  among  the 
most  intellectually  complicated  things  that  people  try  to  put  to- 
gether. 

If  you  think  about  a  software  project  that  is  several  billion  dol- 
lars, then  that  needs  to  be  approached — the  process  by  which  you 
are  going  to  carry  that  out  must  be  careful,  controlled,  disciplined. 
As  was  said  earlier  today,  you  have  to  use  the  very  best  practices 
available  if  you  are  going  to  tackle  a  project  that  size  because  even 
smaller  projects,  a  couple-of-hundred-thousand-dollar  projects,  are 
quite  risky  in  the  software  game. 

Chairman  STEVENS.  Have  you  gentlemen  been  through  develop- 
ments in  the  private  sector  in  terms  of  the  transition  to  a  new  solu- 
tion of  this  t3npe?  What  I  am  going  to  get  to  is  whether  or  not  it 
is  acceptable  in  this  period  that  we  are  only  getting  51  percent  of 
_the  telephone  calls  answered. 

How  does  private  business  handle  the  transition  from  the  old 
way  of  doing  things  to  the  new  way  of  doing  things?  Do  they  go 
through  this  period  we  are  going  through  of  just  absolute  customer 
rejection  of  the  concept  of  the  transition? 

Mr.  Irvine.  I  think  they  manage  that  very  carefully.  You  have 
to  look  in  some  sense  at  return  on  investment,  and  what  the  return 
is  is  often  customer  satisfaction  and  all  of  that  sort  of  stuff.  It  is 
not  clear  to  me — and  this  is  my  own  personal  opinion;  I  am  not 
speaking  for  the  committee  now — that  I  know  how  to  apply  those 
kinds  of  measures  to  what  the  IRS  does.  How  happy  can  I  be  as 
a  customer?  If  they  return  me  three  times  my  refund,  I  am  really 
happy.  We  don't  want  to  do  that,  so  it  is  not  clear  to  me  how  to 
apply  those  kinds  of  measures  to  this  circumstance. 

Mr.  Clagett.  Well,  I  would  add  that  in  most  industry  efforts 
that  I  have  seen,  the  first  thing  that  is  done  after  they  decide  what 
it  is  they  want  to  do  and  what  the  end  result  will  be  is  then  to  as- 
sess whether  or  not  they  can  do  it;  that  is,  how  much  resources 
they  have,  and  so  forth.  The  last  thing  they  do  is  attempt  to  de- 
velop the  whole  thing  simultaneously  and  start  developing  all  the 
systems  simultaneously. 

So  I  would  say  that  what  I  would  have  hoped  would  have  been 
done  was,  having  set  that  out  and  set  the  plan  out,  to  then  pick 
the  most  important  thing  that  was  doable  first  and  get  started  on 
that  while  they  continued  to  do  a  better  job  on  serving  the  current 
public.  Most  firms,  as  you  said  earlier  about  your  own  situation, 
couldn't  afford  to  only  answer  half  of  their  customers'  inquiries. 
-They  wouldn't  have  enough  money  or  wouldn't  be  in  business  long 
enough  to  develop  the  new  system.  So  you  can't  let  the  current  op- 
eration in  any  way  deteriorate  while  you  are  developing  a  better 
system. 

So  I  would  say,  in  retrospect,  now  having  spent  this  time  looking 
at  them,  that  it  would  have  been  much  more  preferable  to  have 
done  it  in  smaller  pieces  and  be  able  to  manage  it  better. 
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Chairman  Stevens.  The  Council  was  brought  in  by  IRS  to  begin 
with,  right? 

Mr.  Clagett.  Yes. 

Chairman  Stevens.  Have  you  been  brought  back  now  to  look  at 
what  has  happened  and  make  recommendations  as  to  how  to  get 
out  of  this  fix? 

Mr.  Clagett.  Yes,  in  that  the  first  contract  was  2  years.  We 
made  recommendations,  of  course,  throughout  that.  Remember,  as 
you  know,  I  think,  that  we  are  all  volunteers.  The  IRS  money  is 
paid  just  to  get  us  to  Washington,  interview  the  IRS,  and  so  forth. 
It  is  interesting  to  me  because  the  IRS  has  no  input  and  certainly 
no  guarantee  as  to  what  the  output  is  going  to  be. 

So  the  second  extension  was  more  or  less  what  you  have  sug- 
gested, and  that  is  they  asked,  would  we  continue — after  making 
all  of  our  recommendations,  would  we  continue  and  be  more  spe- 
cific about  some  things  that  we  were  critical  of  and  they  were  still 
worried  about;  security,  for  example.  So  we  changed  the  makeup  of 
our  committee  and  brought  on  more  technical  expertise,  like  Mr. 
Irvine,  to  look  at  those  questions. 

However,  we  ended  up  spending  almost  the  same  amount  of  time 
as  we  did  in  the  first  2  years  talking  about  the  same  fundamental 
problems — no  overall  architecture,  no  standards  for  interfaces.  We 
did  get  into  things  like  learning  more  about  what  their  total  sys- 
tems development  and  software  development  was,  and  very  early 
making  recommendations  that  they  spend  a  lot  of  effort  on  upgrad- 
ing their  internal  people. 

Part  of  the  reason  that  nobody  has  mentioned  it,  and  I  am  not 
sure  we  even  mentioned  it  in  the  report,  is  IRS  had  depended,  like 
many  agencies  do,  on  outside  folks.  In  fact,  I  think  currently  there 
is  something  like  one  inside  software  developer  for  10  outside  soft- 
ware developers  they  are  hiring.  If  the  inside  developer  is  at  Level 
1,  it  is  not  clear  to  me  how  in  the  world  they  are  going  to  be  able 
to  manage  all  of  these  outside  folks,  especially  if  they  are  more- 
modern  and  have  more  equipment. 

Chairman  Stevens.  That  aspect  bothered  me  considerably,  gen- 
tlemen. In  terms  of  the  integrated  case  processing  project,  it  seems 
to  be  really  sort  of  the  keystone  of  this  TSM.  Have  you  made  spe- 
cific recommendations  on  that? 

Mr.  Clagett.  For  at  least  3  of  the  5  years,  we  recommended  that 
they  pick  one  project.  We  have  always  thought,  since  that  is  the 
keystone,  that  integrated  case  processing  is  the  one  that  is  the 
interface  with  the  taxpaying  public.  It  requires,  of  course,  a  central 
data  base  with  all  of  the  information,  not  just  the  first  two  pages 
of  the  1040,  digitized  so  that  it  can  all  be  accessed  by  someone  an- 
swering the  phone. 

The  goal,  of  course,  that  the  commissioner  two  commissioners 
ago  conceived  of  in  his  vision  statement  was  that  80  percent  of  all 
the  phone  calls  by  taxpayers  for  help  could  be  answered  in  that  one 
call,  but  that  means  you  have  to  have  everything  available  to  the 
IRS  employee  to  respond.  That  is  why  we  think  ICP  is  really  the 
keystone  of  TSM. 
Mr.  Irvine.  But  that  also  raises  the  security  issue. 
Mr.  Clagett.  Oh,  yes. 
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Mr.  Irvine.  Once  you  are  using  public  lines,  then  the  whole  secu- 
rity issue  changes  drastically,  and  that  is  another  issue  we  have 
expressed  great  concern  about. 

Mr.  Clagett.  Again,  like  the  other  interface,  they  have  been  de- 
veloping for  some  years  and  are  only  now  establishing  a  security 
requirement  and  an  overall  security  architecture. 

Chairman  STEVENS.  I  was  very  concerned  when  I  heard  the  thing 
about  using  the  Internet  for  filing  of  returns.  The  security  aspect 
of  that  is  just  overwhelming. 

Mr.  Clagett.  Yes.  That  was  never  discussed  in  our  reviews. 

Chairman  Stevens.  I  am  trying  to  get  to  where  we  might  use 
the  resources  of  the  Council  to  sort  of  really  be  a  place  where  we 
could  judge  the  compliance  with  GAO.  You  seem  to  agree  with  the 
GAO  recommendations  and  you  both  seem  to  be  dealing  with  the 
same  aspect  of  it.  Is  the  Council  under  contract  now  with  IRS? 

Mr.  Clagett.  No.  We  have  completed  the  final  report  and  I  think 
the  Council  has  used  up  essentially  all  the  money. 

Chairman  Stevens.  Is  it  possible  your  Council  would  be  able  to 
deal  with  this  Committee  in  its  continued  review  of  the  implemen- 
tation oftheTSM? 

Mr.  Clagett.  We  would  have  to  check  with  them.  I  would  cer- 
tainly, and  I  am  sure  a  few,  at  least,  of  the  committee  would  be 
willing  to  come  back.  You  have  to  remember,  though,  that  as  volun- 
teers we  only  got  together  every  couple  of  months. 

Chairman  Stevens.  Yes,  I  understand  that. 

Mr.  Clagett.  And  we  depended  on  IRS  reviews  and  then  field 
trips  on  our  own.  So  we  had  neither  the  staff  nor  the  time  to  go 
into  great  detail. 

Chairman  STEVENS.  Neither  do  we.  That  is  our  problem.  Our 
problem  is  we  are  trying  to  see  what  we  can  do  to  facilitate  this 
transition  and  have  it  be  completed  and  be  effective,  but  we  don't 
have  that  much  staff  either.  I  am  sort  of  groping  with  how  to  deal 
with  it,  but  as  a  practical  matter  what  level  of  the  IRS  have  you 
been  dealing  with?  Have  you  been  dealing  with  the  appointive  sec- 
tion— as  the  Senator  mentioned,  there  are  some  100  people  over 
there — as  compared  to  the  140,000? 

Mr.  Clagett.  We  have  been  dealing  at  both  ends.  We  discovered 
after  a  few  meetings  that  we  obviously  weren't  going  to  get  all  the 
questions  answered  that  we  had  in  Washington.  The  IRS  does  have 
a  development  organization  here,  but  they  have  always  had  a  lot 
of  autonomy  in  the  field,  which  has  been  their  strength  in  the  past, 
by  the  way,  in  dealing  with  the  processing. 

A  lot  of  the  development  goes  on  in  the  field.  Each  of  the  service 
centers  has  a  large  development  organization.  So  we  quickly  real- 
ized we  had  to  get  out  into  the  field,  and  we  did  and  found,  as  you 
might  guess,  a  very  different  view  of  both  TSM  and  the  way  head- 
quarters operates.  They  are  gung-ho  people;  they  are  very  dedi- 
cated. In  fact,  we  had  an  example  in  our  report  of  a  visit  last  year 
in  which  development  was  going  forward,  including  ICP,  and  ab- 
sent those  standards  fi-om  headquarters,  from  Washington,  they 
were  attempting  to  develop  some  standards  and  calling  their  coun- 
terparts doing  other  parts  of  the  development.  I  think  that  guaran- 
tees that  the  system  is  not  going  to  be  able  to  communicate  in  the 
way  it  should. 
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Mr.  Irvine.  Their  very  autonomy  is  now  a  weakness  rather  than 
a  strength,  I  think. 

Mr.  Clagett.  Yes.  That  is  a  major  problem  for  IRS  and  they 
have  dealt  with  it  organizationally,  or  tried  to,  but  it  is  still  a  big 
problem. 

Mr.  Irvine.  For  building  an  integrated  system,  you  really  need 
an  integrated  organization  to  build  it. 

Mr.  Clagett.  But  to  answer  your  question,  though,  I  personally 
would  be  happy  to  come  back  at  any  time  to  talk  about  develop- 
ments. I  would  have  to  stay  abreast  of  what  GAO  was  doing. 

Chairman  Stevens.  After  we  get  into  these  other  hearings,  I 
would  like  to  see  if  we  could  do  that,  just  sort  of  have  a  seminar 
kind  of  thing  with  the  Committee  itself  and  try  to  understand,  and 
with  the  commissioner.  We  may  need  some  changes  in  the  law.  We 
may  need  to  give  them  the  ability  to  waive  some  laws  and  to  have 
the  right,  based  upon  advice  from  you  and  GAO,  to  contract  with- 
out bidding  or  whatever  it  is  to  save  this  thing. 

One  thing  that  really  bothers  me — and  it  is  obvious  from  my 
questions  that  I  represent  rural  America.  I  get  the  impression  that 
TSM  is  a  concept  of  one-size-fits-all  and  there  has  been  no  real  con- 
sideration of  the  fact  that  I  think  it  will  be  20  years  before  comput- 
erization hits  rural  America  to  the  extent  that  it  would  the  Belt- 
way. 

Will  this  system  really  fit  the  people  who  are  still  going  to  want 
the  piece  of  paper  and  the  forms  mailed  to  them? 

Mr.  Clagett.  Well,  I  would  only  respond  by  saying  there  is  no 
question  that  TSM  was  conceived  of  by  the  development  organiza- 
tion here  in  Washington.  On  the  other  hand,  since  almost  all 
IRSers  have  come  up  through  the  ranks  and  have  almost  all  been 
in  the  field,  there  was  and  is  a  lot  of  knowledge  about  the  complete 
IRS  operation,  so  they  knew  all  of  that. 

But  the  attitude  for  a  long  time  in  the  field  has  been — we  have 
heard  all  this  before  about  the  new  systems  that  are  coming — when 
they  get  here,  we  will  look  at  them;  right  now,  just  get  out  of  our 
way,  we  have  got  a  job  to  do.  And  they  go  about  getting  it  done. 

One  other  thing,  if  I  might.  As  I  have  asked  myself,  why  would 
anybody  volunteer  to  continue  to  do  this  review  over  all  these 
years?  The  answer  is  because  most  of  us  really  would  like  to  see 
something  happen.  So  the  only  real  reward  you  get  is  to  have 
somebody  listen  to  what  you  are  trying  to  say,  and  I  said  that  to 
the  IRS  many  times.  So  if  in  some  way  we  could  help,  having  spent 
all  this  time  to  have  things  change,  I  am  quite  sure  all  or  most  of 
the  Committee  would  be  happy  to  come  here  to  do  so. 

Chairman  Stevens.  One  of  my  other  staff  has  asked  me  why  I 
was  volunteering  to  get  in  this,  too,  but  we  will  have  those  three 
hearings  and  we  will  be  glad  to  give  you  copies  of  the  hearings  or 
anything  else  you  gentlemen  wish.  When  we  get  through  with  that, 
we  would  like  the  opportunity  to  see  if  we  can  arrange  to  just  have 
a  conference  with  you  rather  than  a  Committee  session. 

Mr.  Clagett.  That  is  very  good,  and  I  will  be  happy  to  discuss 
it  with  NRC  to  see  how  we  work  that  out. 

Chairman  STEVENS.  Thank  you  very  much. 

Mr.  Clagett.  Yes,  sir. 

Mr.  Irvine.  Thank  you. 
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[The  prepared  statement  of  Mr.  Clagett  follows:] 

PREPARED  STATEMENT  OF  ROBERT  P.  CLAGETT 

Good  Morning,  Mr.  Chairman  and  Members  of  the  Committee.  I  am  Robert  P. 
Clagett,  lecturer  at  the  University  of  Rhode  Island  and  chairman  of  the  National 
Research  Council's  Committee  on  Continued  Review  of  the  Tax  Systems  Moderniza- 
tion of  the  Internal  Revenue  Service.  I  am  also  a  member  of  the  National  Academy 
of  Engineering.  The  National  Research  Council  is  the  operating  arm  of  the  National 
Academy  of  Sciences,  National  Academy  of  Engineering,  and  Institute  of  Medicine, 
chartered  bj'  Congress  in  1863  to  advise  the  government  on  matters  of  science  and 
technology.  With  me  today  is  Al  Irvine,  a  member  of  the  committee  and  president 
of  Eclectic  Solutions  Corporation. 

The  project  that  I  chaired  involved  an  original  committee  followed  by  an  extension 
with  some  membership  changes.  It  produced  six  reports  over  a  period  of  5  years. 
My  remarks  today  will  draw  from  the  February  1996  publication  Continuing  Review 
of  the  Tax  Systems  Modernization  of  the  Internal  Revenue  Service,  which  was  re- 
leased to  the  Internal  Revenue  Service  in  December  1995.  The  IRS  was  the  sponsor 
for  this  project,  but  consistent  with  NRC  policy  did  not  preview  the  findings  and 
recommendations.  The  committee,  original  and  extension,  that  I  chaired  was  rich  in 
private  sector  experience  with  large  systems  development  and  management  as  well 
as  technological  expertise. 

My  committee  and  I  strongly  believe  that  modernization  of  the  information  sys- 
tems of  the  IRS  is  very  important.  The  Service  still  has  a  lot  of  old  computer  equip- 
ment, which  is  difficult  to  maintain.  Only  a  part  of  returns  processing  is  computer- 
ized, with  taxpayer  paper  files  the  main  mode  of  operation.  Modernization  would  en- 
able better  customer  service  and  better  agency  and  government  performance.  In  the 
course  of  our  work  we  focused  on  the  ability  of  the  IRS  to  modernize,  while  monitor- 
ing its  progress.  We  made  several  recommendations  relating  to  IRS  structure  and 
management  that  have  been  implemented.  Among  them  for  example,  are  establish- 
ment of  focused  units  to  address  needs  in  architecture  and  privacy  and  elevation 
of  positions  with  responsibility  for  human  resources  and  for  management  of  Tax 
Systems  Modernization  (the  Modernization  Executive  position,  now  with  Associate 
Commissioner  status).  Through  such  actions  the  IRS  has  improved  its  organization. 

A  central  concern  of  our  committee  was  management,  running  across  a  spectrum 
from  vision  through  planning  and  implementation.  Quoting  from  our  1996  report, 
"The  committee  believes  that  'success'  starts  with  a  concise  business  vision,  a  well- 
organized  modernization  process,  a  clear  systems  architecture,  a  complete  develop- 
ment plan,  and  a  strong  set  of  metrics  to  determine  progress."  The  IRS  has  created 
a  vision  statement  and  it  has  begun  a  process  of  re-engineering  its  business  proc- 
esses. However,  these  efforts  remain  somewhat  disjoint  from  TSM. 

Of  greatest  concern  are  the  enduring  deficiencies  in  technical  management.  It  is 
in  this  area  that  progress  must  be  made  if  TSM  is  to  succeed.  Those  deficiencies 
show  up  in  the  IRS'  own  software  and  system  development  organization,  its  lack  of 
a  concise  statement  of  the  system  architecture,  its  approach  to  and  slow  rate  of  im- 
provement in  development  processes,  and  its  incomplete  attention  to  system  and 
data  security.  The  committee  frequently  expressed  concern  about  the  lack  of  experi- 
ence in  large  systems  development  and  implementation  within  IRS  management. 
This  deficiency'  shows  up  in  the  rate  of  internal  progress  and  in  the  nature  and  ef- 
fectiveness of  interactions  with  contractors  involved  in  TSM  development. 

I  would  say  here,  as  I  have  said  repeatedly  to  the  IRS,  that  the  Service  should 
not  have  had  the  in-house  capability  to  take  on  such  a  large  project  when  it  started. 
That  condition  was  no  embarrassment.  But  it  should  have  assessed  the  size  and 
complexity  of  developing  such  a  large  project  and  then  acquired  the  trained,  experi- 
enced management  team  needed  to  direct  it.  Instead,  it  relied  on  competent  in-house 
managers  who  were — and  are — generalists  who  have  advanced  within  IRS  for  many 
years.  These  are  good  people  who  know  how  to  run  the  IRS  as  it  exists  today.  At 
the  same  time,  they  have  not  grasped  our  recommendations  as  to  what  it  takes  to 
develop  a  huge  information  system  such  as  TSM. 

Quoting  again  from  our  report,  "The  IRS  must  implement  the  following  rec- 
ommendations immediately  and  forcefully;  otherwise  the  goals  of  the  TSM  effort  are 
in  serious  jeopardy: 

"Recommendation  1.  Acquire  more  technical  management  expertise  through 
both  hiring  and  contracting,  starting  with  a  highly  qualified  Chief  Information 
Officer  to  fill  the  vacant  position. 
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I  am  pleased  to  note  that  the  position  has  recently  been  filled.  I  sincerely 
hope  the  new  CIO  has  the  background  and  experience  to  help  TSM  be  effective. 
Qualified,  trained,  and  experienced  managers  are  needed  at  other  levels  as  well. 

"Recommendation  2.  Effectively  integrate  operational  and  technical  goals  by 
developing  a  proper  set  of  metrics  to  measure  performance. 

"Recommendation  3.  Develop  an  adequate  architectural  definition  and  design, 
led  by  the  Systems  Architects  Office  and  enforced  by  a  strong  set  of  interface 
specifications  for  key  applications  or  systems,  and  a  process  for  maintaining 
them  properly. 

"Recommendation  4.  Significantly  increase  the  scope,  level  of  effort,  manage- 
ment attention,  and  tools  devoted  to  security  development. 

"Recommendation  5.  Implement  an  overall  process  improvement  plan.  Specifi- 
cally, require  mature  software  and  systems  development  processes  across  the 
entire  development  organization  within  2  years,  reaching  maturity  Level  2  on 
the  Software  Engineering  Institute  Capability  Maturity  Model  for  Software 
(CMM)  and  maturity  Level  2  on  the  most  pertinent  process  areas  of  the  Indus- 
trial Collaboration  Systems  Engineering  Capability  Maturity  Model. 

"Recommendation  6.  Focus  efforts  on  the  Integrated  Case  Processing  (ICP) 
project,  applying  the  best  talent  within  the  IRS,  to  demonstrate  a  mature  devel- 
opment ability,  to  develop  processes  and  procedures  for  all  IRS  projects,  and  to 
determine  the  long-term  needs  of  the  re-engineered  IRS.  Furthermore,  TSM 
funding  for  projects  that  do  not  support  the  focus  project  directly  should  be  re- 
duced until  definite  improvement  is  shown." 

Absent  sufficient  follow-through,  new  approaches  to  TSM  may  be  necessary.  One 
possibility  would  be  to  assess,  justify  and  fund  each  component  project  individually. 
Another  possibility  is  to  outsource  the  whole  system  as  a  project.  The  committee  be- 
lieves, however,  that  correcting  the  deficiencies  it  has  identified  and  strengthening 
its  management  is  the  best  course  of  action  for  the  IRS  and  the  country.  It  has  ex- 
pressed concern  that  the  problems  raised  here,  like  some  of  the  specific  rec- 
ommendations, have  been  raised  previously.  We  therefore  have  suggested  that  some 
ongoing  mechanism  be  established  that  can  both  advise  the  Commissioner  and  fos- 
ter constructive  interaction  between  the  IRS  and  its  oversight  organizations,  to  as- 
sure the  best  possible  focus,  decision-making,  and  communication. 

[Whereupon,  at  12:19  p.m.,  the  Committee  was  adjourned.] 
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THURSDAY,  MAY  9,  1996 

U.S.  Senate, 
Committee  on  Governmental  Affairs, 

Washington,  DC. 

The  Committee  met,  pursuant  to  notice,  at  10:05  a.m.,  in  room 
SD-342,  Dirksen  Senate  Office  Building,  Hon.  Ted  Stevens,  Chair- 
man of  the  Committee,  presiding. 

Present:  Senators  Stevens  and  Glenn. 

OPENING  STATEMENT  OF  CHAIRMAN  STEVENS 

Chairman  Stevens.  Today  we  are  going  to  continue  the  Commit- 
tee's review  of  the  Internal  Revenue  Service  modernization  efforts. 
At  our  first  hearing  on  this  subject,  which  was  held  on  March  26, 
we  heard  testimony  on  the  status  of  the  technological  component 
of  the  Tax  Systems  Modernization  program.  We  also  heard  how 
problems  in  the  technical  area  and  plans  for  their  resolution  can 
affect  the  Internal  Revenue  system  business  area.  Now  today's 
hearing  expands  our  review  to  three  main  IRS  program  areas:  Sub- 
missions processing,  customer  service,  and  compliance.  In  1992,  the 
IRS  adopted  a  business  vision  to  guide  modernization  efforts.  This 
Committee  is  interested  in  how  this  business  vision  has  redefined 
traditional  elements  of  each  program  area,  and  we  would  like  to  try 
to  understand  if  this  TSM,  this  Tax  Systems  Modernization  pro- 
gram, is  delayed  until  these  technical  problems  are  fixed,  will  the 
IRS  be  able  to  meet  the  needs  of  taxpayers  in  the  21st  Century  as 
envisioned  by  the  program? 

Now,  today  we  are  going  to  start  off  with  Lynda  Willis,  Director 
of  Tax  Policy  and  Administration  Issues  in  the  General  Govern- 
ment Division  of  the  GAO.  Good  morning,  Ms.  Willis. 

Ms.  Willis.  Good  morning. 

Chairman  Stevens.  And  Dr.  Rona  Stillman,  Chief  Scientist,  of 
the  Office  of  Computers  and  Telecommunications  in  the  Accounting 
and  Information  Management  Division  of  the  GAO. 

Do  you  have  an  opening  statement,  Senator? 

OPENING  STATEMENT  OF  SENATOR  JOHN  GLENN 

Senator  Glenn.  Just  very  short,  Mr.  Chairman.  Thank  you.  To- 
day's hearing  focuses  on  a  fundamental  problem  that  GAO  has  re- 
ported on  again  and  again.  IRS  quite  properly  and  rightfully  wants 
to  modernize  and  move  to  a  less  costly  and  more  efficient  paperless 
system  as  much  as  possible.  And  to  do  that  need  to  decide  a  lot  of 
things  along  the  way,  a  lot  of  steps  and  many  procedures  on  how 

(85) 


86 

to  reach  that  goal.  And  without  some  of  those  basic  business  and 
strategic  planning  items,  IRS  modernization  may  be  delayed  unnec- 
essarily or  may  even  be  impossible  to  implement  unless  some  of 
those  decisions  are  made  at  the  right  time. 

Now  I  know  IRS  is  now  finishing  up  its  TSM  Rescoping  Report — 
and  the  GAO  review,  I  understand  you  are  to  review  that  report 
today  and  to  give  your  views  on  that — and  I  hope  today's  hearings 
can  help  us  shed  some  light  on  the  specific  program  planning  that 
needs  to  be  done  for  TSM  to  really  be  something  workable  and  not 
something  that  we  just  talk  about  into  the  future.  It  has  been  de- 
layed. We  have  been  aware  of  that.  I  have  been  a  backer  of  TSM 
through  many,  many  years  on  this  Committee,  too  many  years,  be- 
cause I  had  hoped  it  would  be  in  place  and  working  by  now. 

But  there  have  been  problems  with  it.  We  know  that,  and  I  con- 
tinue to  back  it,  but  we  sure  want  to  work  these  problems  out.  We 
used  to  have  almost  a  yearly  ritual  we  went  through  on  the  Com- 
mittee where  I  would  say,  well,  how  long  do  you  think  it  is  going 
to  be  before  we  can  put  TSM  in  and  make  it  work,  and  the  esti- 
mate always  was  5  to  6  years.  And  the  next  year  we  would  come 
back  and  ask  the  same  question,  and  the  next  year  it  was  5  to  6 
years.  The  next  year  after  that,  5  to  6  years.  It  was  sort  of  a  rolling 
target.  I  think  we  are  beyond  that  point  now,  and  I  think  we  are 
making  progress  in  it,  I  hope,  and  I  want  to  see  the  steps  that  are 
really  going  to  be  necessary  or  the  steps  that  are  ready  to  be  taken 
now  out  of  this  rescoping  effort  that  have  been  done  to  see  how  we 
really  can  move  this  thing  forward.  I  think  it  is  really  needed. 

This  Committee  deals  with  efficiencies  of  government.  That  is 
not  an  oxymoron  phrase.  I  think  we  really  can  have  better  effi- 
ciencies in  government.  And  I  think  of  all  the  places  in  government 
where  it  would  be  effective  it  is  in  this  area  of  IRS.  This  is  the  one 
place  where  every  single  person  in  this  country  has  a  very  vital 
personal  interest  in  their  contact  with  their  government  every  sin- 
gle year.  I  do  not  think  anything  would  revive  confidence  in  the 
Federal  Grovernment  any  more  than  having  a  very  good  efficient 
IRS  over  there,  very  efficient,  and  everybody  knows  what  they  are 
dealing  with  without  any  doubt.  So  I  attach  a  lot  of  importance  to 
this,  not  only  in  how  we  collect  our  dollars,  how  we  collect  our  reve- 
nue, but  I  think  it  is  a  key  element  in  installing  some  confidence 
back  in  government  that  is  much  needed.  Thank  you,  Mr.  Chair- 
man. 

Chairman  Stevens.  Thank  you. 

Ms.  Willis,  I  assume  you  are  going  to  proceed  first.  We  have  been 
at  this  now  for  10  years.  This  program  started  in  1986,  and  while 
I  have  not  sat  through  as  many  of  the  hearings  as  Senator  Glenn, 
we  have  both  been  very  concerned  about  the  progress  so  tell  us 
what  you  think  about  the  situation  now. 
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TESTIMONY  OF  LYNDA  WILLIS,  DIRECTOR,  TAX  POLICY  AND 
ADMINISTRATION  ISSUES,  GENERAL  GOVERNMENT  DIVI- 
SION, U.S.  GENERAL  ACCOUNTING  OFFICE;  ACCOMPANIED 
BY  RONA  B.  STILLMAN,  CHIEF  SCIENTIST,  OFFICE  OF  COM- 
PUTERS AND  TELECOMMUNICATIONS,  ACCOUNTING  AND  IN- 
FORMATION MANAGEMENT  DIVISION,  U.S.  GENERAL  AC- 
COUNTING OFFICE 

Ms.  Willis.  Well,  Mr.  Chairman,  Senator  Glenn,  we  are  very 
pleased  to  be  here  again  today  to  have  this  opportunity  to  assist 
the  Committee  in  your  continuing  review  of  IRS'  Tax  Systems  Mod- 
ernization. With  me  today  is  Dr.  Rona  Stillman.  Dr.  Stillman  is 
GAO's  Chief  Scientist  and  the  GAO  executive  responsible  for  our 
work  on  IRS  information  systems. 

Mr.  Chairman,  as  you  noted  in  March,  we  appeared  before  you 
to  discuss  the  managerial  and  technical  weaknesses  of  TSM.  Today, 
our  testimony  which  is  based  in  part  on  past  work  and  on  ongoing 
work,  focuses  on  IRS'  progress  in  achieving  important  pro- 
grammatic aspects  of  its  business  vision  and  how  IRS'  TSM  sup- 
ports that  vision.  As  you  noted,  in  1986,  IRS  initiated  TSM.  This 
was  done  primarily  to  replace  the  computers  that  it  was  using  to 
process  and  store  the  information  from  tax  returns  on  more  effi- 
cient computers.  The  modernization  effort  was  technology  driven, 
not  business  driven,  and  as  a  result  important  business  require- 
ments were  not  clearly  defined  when  TSM  projects  were  designed. 

Originally,  IRS  planned  to  introduce  the  technology  without 
changing  its  existing  organizational  and  operating  structure.  In 
June  1991,  we  testified  before  this  Committee  on  important  man- 
agement challenges  facing  IRS  as  it  moved  to  resolve  long-standing 
problems  with  its  programs.  At  that  time,  we  said  that  computers 
are  only  tools  to  help  achieve  management's  vision  of  a  future  IRS. 
They  are  not  a  substitute  for  that  vision.  We  also  said  that  TSM 
offered  IRS  the  opportunity  to  rethink  the  way  it  does  business  and 
the  way  it  is  structured  to  do  that  business. 

In  1992,  in  response  to  our  and  other's  recommendations,  IRS  de- 
veloped a  new  business  vision  that  was  designed  to  address  critical 
long-standing  problems  with  its  programs.  These  problems  included 
the  lack  of  accurate  and  readily  accessible  information  on  tax- 
payers, their  accounts,  and  IRS  operations.  This  is  due  in  part  to 
an  antiquated  tax  return  processing  system  that  relies  on  labor  in- 
tensive, error  prone  methods  to  process  over  200  million,  primarily 
paper,  tax  returns  annually.  Taxpayers  are  fi*ustrated  dealing  with 
IRS.  These  frustrations  revolve  around  very  low  levels  of  telephone 
accessibility,  confusing  and  hard  to  understand  notices,  and  the 
need  to  repeatedly  call  or  correspond  with  IRS  to  resolve  tax  issues. 
IRS  also  has  to  deal  with  a  stagnant  level  of  taxpayer  compliance 
and  a  sizable  inventory  of  accounts  receivable. 

IRS'  business  vision  calls  for  addressing  these  problems  through 
a  series  of  organizational,  business  process,  and  technology  changes 
including  TSM.  Specifically,  IRS'  vision  calls  for  (1)  moving  fi-om  a 
paper  laden,  labor  intensive  tax  return  processing  environment  to 
a  modern  electronic  environment;  (2)  providing  better  service  to 
taxpayers  through  wider  use  of  the  telephone,  better  access  to  data, 
and  new  information  systems;  and  (3)  improving  compliance 
through  access  to  accurate  and  up-to-date  data,  earlier  identifica- 
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tion  of  noncompliant  taxpayers,  and  increased  efficiencies  in  its 
field-enforcement  functions. 

During  the  past  4  years,  IRS  has  made  some  progress  in  mod- 
ernizing its  operations  to  reflect  its  business  vision,  but  the  dif- 
ferences between  IRS'  current  operations  and  those  proposed  in  its 
vision  are  great.  Specifically,  Mr.  Chairman,  little  progress  has 
been  made  in  either  reducing  the  number  of  paper  returns  IRS 
processes  or  in  delivering  the  new  systems  to  better  process  paper 
returns.  As  we  told  this  Committee  in  March,  IRS  lacks  a  com- 
prehensive business  strategy  for  achieving  its  goal  of  80  million 
electronically  filed  returns  annually. 

TeleFile,  a  system  that  allows  filers  of  very  simple  returns  to  do 
so  over  the  telephone,  went  nationwide  this  year,  and  about  2.8 
million  people  participated.  Yet  the  total  number  of  people  filing 
their  returns  electronically  remains  below  1994  levels  and  far 
below  what  is  needed  to  accomplish  IRS'  electronic  filing  goals.  In 
addition,  after  spending  about  $270  million  of  a  projected  $1.3  bil- 
lion on  a  Document  Processing  System  (DPS)  for  scanning  and  im- 
aging paper  returns,  IRS  recently  began  to  reevaluate  the  perform- 
ance, costs  and  risks  of  DPS  and  has  put  the  project  on  hold  for 
120  days.  At  the  same  time,  IRS  has  begun  a  new  project  to  reengi- 
neer  its  tax  returns  processing  system  including  looking  at 
outsourcing.  It  is  too  early  to  tell  what  impact  this  new  reengineer- 
ing  effort  will  have  on  IRS'  ability  to  reduce  the  volume  of  paper 
returns  it  processes  or  the  need  for  DPS. 

In  customer  service,  IRS  also  faces  significant  challenge  in  imple- 
menting its  vision  for  improving  service  to  taxpayers.  Telephone  ac- 
cessibility was  up  during  the  1996  filing  season.  IRS  assistors  an- 
swered over  a  million  more  calls  this  year  than  last  year  due  in 
part  to  better  data  availability.  Yet  IRS  was  still  able  to  answer 
only  about  20  percent  of  the  calls  it  received.  IRS'  strategy  for  im- 
proving customer  service  offers  promise  as  it  is  designed  to  improve 
taxpayers'  ability  to  get  assistance  from  IRS  and  provide  IRS  em- 
ployees access  to  the  information  they  need  to  help  taxpayers.  How- 
ever, IRS  faces  important  managerial,  technical  and  human  re- 
source challenges  to  fully  achieve  its  customer  service  vision. 

Specifically,  it  has  to  manage  the  transition  to  the  customer  serv- 
ice vision  while  continuing  to  meet  the  current  workload  for  provid- 
ing answers  to  taxpayer  inquiries,  managing  taxpayer  accounts, 
and  collecting  unpaid  taxes.  IRS  also  has  to  determine  the  scope 
of  responsibilities  for  the  staff  employed  at  customer  service  cen- 
ters and  provide  the  requisite  training  for  that  staff.  IRS  also  has 
to  develop  the  information  systems  necessary  to  accomplish  its  vi- 
sion. 

In  compliance,  IRS'  goal  is  to  increase  comphance  fi*om  87  per- 
cent to  90  percent  by  2001.  However,  IRS  established  that  goal  on 
a  set  of  assumptions  that  have  changed  significantly.  For  example, 
IRS  no  longer  plans  to  reinvest  some  of  the  staff  savings  from  TSM 
mto  compliance  activities;  thus,  compliance  activities  are  likely  to 
have  fewer  staff  than  IRS  envisioned  when  it  estabhshed  the  90 
percent  goal.  Also,  as  a  result  of  cost  and  taxpayer  burden  con- 
cerns, IRS  postponed  the  Taxpayer  Compliance  Measurement  Pro- 
gram, the  results  of  which  were  to  provide  more  up-to-date  infor- 
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mation  for  a  new  Compliance  Research  Information  System  that 
IRS  is  developing  as  a  part  of  TSM. 

Mr.  Chairman,  while  IRS  has  made  some  progress  in  accomplish- 
ing its  business  vision,  its  future  success  is  far  from  certain.  TSM 
is  a  key  component  of  IRS'  vision.  Yet,  additional  investments  in 
TSM  continue  to  be  risk  driven  given  current  managerial  and  tech- 
nical weaknesses.  One  of  the  managerial  weaknesses  we  discussed 
in  our  July  1995  TSM  report  that  has  a  significant  programmatic 
implication  was  a  lack  of  integration  of  IRS'  reengineering  efforts 
and  TSM  projects.  IRS  has  decided  as  a  part  of  its  recent  reassess- 
ment of  TSM  to  start  a  new  reengineering  project  on  the  tax  settle- 
ment process.  IRS  has  defined  that  process  as  beginning  at  the 
point  taxpayers  collect  information  necessary  for  the  filing  of  tax 
returns  and  ending  when  the  current  tax  account  is  satisfied  or  an 
enforcement  action  is  initiated. 

While  the  overall  results  of  the  TSM  rescoping  have  not  been 
made  public — as  you  referred  to  earlier,  Mr.  Glenn — it  appears  that 
IRS  intends  to  continue  developing  TSM  systems  while  proceeding 
with  this  reengineering  effort.  This,  Mr.  Chairman,  is  problematic. 
We  question  IRS'  ability  to  make  sound  investment  decisions  on 
TSM  until  reengineering  efforts  are  sufficiently  completed  to  deter- 
mine the  business  requirements  of  the  new  processes.  Reengineer- 
ing could  result  in  new  business  requirements  that  are  not  ad- 
dressed by  planned  TSM  projects  or  that  make  those  projects  obso- 
lete. Mr.  Chairman,  until  clearly  defined  business  requirements 
drive  TSM  projects,  there  is  no  assurance  that  the  projects  will 
achieve  the  desired  objectives  and  result  in  improved  operations. 

In  summary,  our  message  is  really  no  different  than  it  has  been 
in  the  past.  Technology  is  a  tool.  IRS'  strategy  for  accomplishing  its 
vision  and  the  role  of  technology  in  that  vision  needs  to  be  based 
on  a  clear  definition  of  its  business  requirements  and  a  determina- 
tion of  the  most  cost  effective  means  for  meeting  those  require- 
ments to  ensure  that  it  makes  effective  use  of  funds  provided  for 
information  technology  projects.  That  concludes  my  oral  statement. 
I  will  submit  a  longer  statement  for  the  record.  Dr.  Stillman  and 
I  would  be  happy  to  answer  any  questions  you  or  Senator  Glenn 
may  have. 

Chairman  Stevens.  Thank  you  very  much.  And  your  full  state- 
ment will  appear  in  the  record. 

[The  prepared  statement  of  Ms.  Willis  follows:] 

PREPARED  STATEMENT  OF  LYNDA  D.  WILLIS 

SUMMARY  OF  STATEMENT 

In  1986,  IRS  initiated  Tax  Systems  Modernization  (TSM)  primarily  to  replace 
computers  that  it  was  using  to  process  and  store  the  information  on  tax  returns. 
In  1992,  in  response  to  recommendations  by  GAO  and  others,  IRS  began  to  analyze 
how  it  might  use  new  technology  to  change  its  business  operations.  As  a  result,  IRS 
developed  a  vision  for  2001  that  called  for  organizational,  technological,  and  oper- 
ational changes  affecting  the  way  IRS  processes  tax  returns,  provides  customer  serv- 
ice, and  ensures  compliance. 

Since  1992,  IRS  has  made  some  progress  in  modernizing  its  operations,  but  the 
differences  between  IRS'  current  operations  and  those  proposed  in  its  vision  are 
great.  Congress  cut  IRS'  fiscal  year  1996  TSM  budget  due  in  part  to  concerns  about 
IRS'  progress  in  delivering  new  TSM  systems.  In  response,  IRS  reassessed  its  busi- 
ness vision  and  identified  those  aspects  that  it  can  accomplish  by  2000  and  those 
that  will  be  delayed.  Although  IRS  has  not  released  all  of  the  details  of  its  reassess- 
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men^i,  it  appears  that  it  will  affect  IRS'  ability  to  resolve  by  2001  many  longstanding 
operational  problems. 

One  of  the  biggest  problems  facing  IRS  is  its  inefficient  system  for  processing 
most  tax  returns.  IRS  has  made  little  progress  either  in  reducing  the  number  of 
paper  returns  it  processes  or  in  delivering  the  new  systems  needed  to  better  process 
paper.  For  example,  IRS  established  a  goal  to  receive  80  million  tax  returns  elec- 
tronically by  2001,  but  it  lacks  a  comprehensive  business  strategy  for  achieving  this 
goal.  Recently,  IRS  began  a  project  to  reengineer  its  tax  returns  processing  system. 
It  is  too  early  to  tell  whether  this  effort  will  have  an  impact  on  IRS'  ability  to  reduce 
the  volume  of  paper  returns  processed. 

The  second  part  of  IRS'  business  vision  is  to  improve  service  to  taxpayers.  Tax- 
payers have  long  had  a  problem  reaching  IRS  by  telephone.  And,  when  they  reach 
IRS,  assistors  do  not  always  have  easy  access  to  the  information  needed  to  resolve 
their  problems.  IRS'  strategy  for  improving  customer  service  includes  consolidating 
work  units,  changing  work  processes,  and  increasing  the  use  of  or  implementing 
new  information  systeiiis.  It  is  a  promising  strategy,  but  IRS  faces  many  challenges 
in  its  implementation. 

The  third  part  of  IRS'  vision  is  to  increase  compliance  to  90  percent  by  2001.  Com- 
pliance levels  have  remained  at  87  percent  for  the  last  several  years.  IRS  estab- 
lished its  90-percent  goal  on  a  set  of  assumptions  that  have  since  changed  signifi- 
cantly— changes  that  could  jeopardize  achievement  of  IRS'  goal.  For  example,  budget 
and  taxpayer  burden  concerns  led  IRS  to  postpone  indefinitely  the  Taxpayer  Compli- 
ance Measurement  Program,  the  results  of  which  were  to  provide  more  up-to-date 
information  for  a  new  compliance  research  information  system. 

GAO  questions  IRS'  ability  to  make  sound  investment  decisions  until  reengineer- 
ing  of  important  processes,  such  as  tax  return  processing,  is  sufficiently  completed. 
Until  clearly  defined  business  requirements  drive  TSM  projects,  there  is  no  assur- 
ance that  these  projects  will  achieve  the  desired  objectives  and  result  in  improved 
operations. 


Progress  in  Achieving  IRS'  Business  Vision 

Mr.  Chairman  and  Members  of  the  Committee:  I  am  pleased  to  have  this  oppor- 
tunity to  assist  you  in  your  continuing  review  of  the  Internal  Revenue  Service's 
(IRS)  Tax  Systems  Modernization  (TSM).  In  March  1996,  we  appeared  before  this 
Committee  to  discuss  the  managerial  and  technical  weaknesses  of  TSM.  i  Today,  our 
testimony  focuses  on  IRS'  progress  in  achieving  important  programmatic  aspects  of 
its  business  vision  for  2001  and  how  TSM  supports  that  vision. 

In  1992,  IRS  developed  a  new  business  vision  that  was  designed  to  address  criti- 
cal longstanding  problems  with  its  programs,  such  as 

— the  lack  of  accurate  and  readily  accessible  information  on  taxpayers,  their  ac- 
counts, and  IRS  operations,  due  in  part  to  an  antiquated  tax  return  processing 
system  that  relies  on  labor-intensive,  error-prone  methods  to  process  over  200 
million,  primarily  paper,  tax  returns  annually; 

— taxpayer  frustration  in  dealing  with  IRS  as  they  seek  to  resolve  tax  law  or  ac- 
count questions.  These  frustrations  revolve  around  very  low  levels  of  telephone 
accessibility,  confusing  and  hard-to-understand  notices,  and  the  need  to  repeat- 
edly call  or  correspond  with  IRS  to  resolve  tax  issues;  and 

— a  stagnant  level  of  taxpayer^ compliance  and  a  sizable  inventory  of  accounts  re- 
ceivable. 

IRS'  business  vision  calls  for  addressing  these  problems  through  a  series  of  orga- 
nizational, business  process,  and  technology  changes,  including  TSM.  Specifically, 
IRS'  vision  calls  for  (1)  moving  from  a  paper-laden,  labor-intensive  tax  return  proc- 
essing environment  to  a  modern  electronic  environment;  (2)  providing  better  service 
to  taxpayers  through  wider  use  of  the  telephone,  better  access  to  data,  and  new  in- 
formation systems;  and  (3)  improving  compliance  through  access  to  accurate,  up-to- 
date  data,  earlier  identification  of  noncompliant  taxpayers,  and  increased  effi- 
ciencies in  its  field  enforcement  functions. 

Our  statement  today  is  based  on  previous  and  ongoing  work  on  IRS'  business  vi- 
sion and  TSM.  While  our  statement  addresses  the  importance  of  technology  to  IRS' 
busmess  vision,  it  also  points  to  the  importance  of  organizational  and  business  proc- 


'Toj:  Systems  Modernization:  Management  and  Technical  Weaknesses  Must  Be  Overcome  To 
Achieve  Success  (GAO^-AIMD-96-75.  Mar.  26,  1996). 
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ess  change  in  making  IRS'  vision  a  reality.  Our  statement  makes  the  following 
points: 

— Initially,  TSM  was  technology-driven  rather  than  business-driven.  As  a  result, 
important  business  requirements  were  not  fully  defined  when  early  TSM 
projects  were  designed.  IRS  subsequently  recognized  that  TSM  could  be  an  en- 
abler  for  organizational  and  business  process  change  and,  in  1992,  developed  a 
business  vision  for  2001.  Many  of  the  requirements  for  this  vision  remain  unde- 
fined today,  jeopardizing  the  future  success  of  both  TSM  and  the  successful  ac- 
complishment of  IRS'  vision.  IRS  is  far  from  achieving  the  operational  benefits 
of  its  vision. 

— Little  progress  has  been  made  either  in  reducing  the  number  of  paper  returns 
IRS  processes  or  in  delivering  the  new  systems  needed  to  better  process  paper 
returns.  In  May  1993,  IRS  established  a  goal  to  receive  80  million  tax  returns 
electronically  by  2001.  As  we  told  this  Committee  in  March,  IRS  lacks  a  com- 
prehensive business  strategy  for  achieving  its  80-million  goal.^  Recently,  after 
spending  about  $270  million  of  a  projected  $1.3  billion  on  a  Document  Process- 
ing System  (DPS)  for  scanning  and  imaging  paper  returns,  and  about  $94  mil- 
lion on  an  interim  service  center  scanning  and  imaging  system  known  as 
SCRIPS,  IRS  began  a  project  to  reengineer  its  tax  returns  processing  system. 
It  is  too  early  to  tell  whether  this  new  reengineering  effort  will  have  a  signifi- 
cant impact  on  IRS'  ability  to  reduce  the  volume  of  paper  returns  it  processes. 

— IRS  is  beginning  to  implement  aspects  of  its  vision  for  improving  customer  serv- 
ice. IRS  anticipates  improving  customer  service  by  consolidating  work  sites, 
changing  work  processes,  and  putting  in  place  new  information  systems.  How- 
ever, IRS  must  address  several  important  managerial,  technical,  and  human  re- 
source challenges  to  fully  achieve  that  vision. 

— IRS'  goal  is  to  increase  compliance  from  87  percent  to  90  percent  by  2001.  How- 
ever, IRS  established  that  goal  on  a  set  of  assumptions  that  have  changed  sig- 
nificantly. For  example,  IRS  no  longer  plans  to  reinvest  staff  savings  from  TSM 
into  compliance  activities.  Thus,  compliance  activities  are  likely  to  have  fewer 
staff  than  IRS  envisioned  when  it  established  the  90-percent  goal.  Also,  IRS  no 
longer  has  a  specific  plan  for  obtaining  more  up-to-date  information  for  a  new 
compliance  research  information  system  that  IRS  is  developing  as  a  part  of 
TSM. 

— We  have  questions  about  IRS'  ability  to  make  sound  investment  decisions  on 
TSM  until  IRS  completes  the  reengineering  of  important  processes,  such  as  its 
tax  return  processing  system.  The  outcome  of  IRS'  reengineering  efforts  could 
generate  new  business  requirements  that  are  not  addressed  by  TSM  projects  or 
that  make  some  of  those  projects  obsolete. 

IRS'  Business  Vision 

In  1986,  IRS  initiated  TSM  primarily  to  replace  the  computers  that  it  was  using 
to  process  and  store  the  information  on  tax  returns.  IRS  planned  to  introduce  the 
new  technology  without  changing  its  existing  organizational  and  operating  struc- 
ture, which  included  10  service  centers  that  processed  tax  returns,  over  70  tele- 
phone call  sites  that  provided  various  types  of  service  to  taxpayers,  and  63  district 
offices  that  were  responsible  for  many  of  IRS'  compliance  activities. 

In  June  1991,  we  testified  before  this  Committee  on  important  management  chal- 
lenges facing  IRS  as  it  moved  to  resolve  longstanding  problems  with  its  programs, 
their  effectiveness,  and  the  quality  of  service  provided  to  taxpayers. ^  In  discussing 
those  challenges,  we  said  that  "computers  are  only  tools  to  help  achieve  manage- 
ment's vision  of  a  future  IRS;  they  are  not  a  substitute  for  that  vision."  We  also 
said  that  TSM  offered  IRS  the  opportunity  to  rethink  the  way  it  does  business  and 
the  way  it  is  structured  to  do  that  business. 

In  1992,  in  response  to  our  and  others'  recommendations,  IRS  began  to  analyze 
how  it  might  use  new  technology  to  change  its  business  operations.  Subsequently, 
IRS  decided  on  a  series  of  business  process  and  organizational  changes  that  it  set 
forth  in  a  business  vision  for  2001.  These  proposals  envisioned  dramatic  changes  in 
the  way  IRS  did  business,  with  the  changes  supported  by  a  new  organizational 
structure,  new  business  processes,  and  new  technology. 

The  new  vision  depended  on  new  technology  to  be  the  vehicle  to  resolve  many 
longstanding  problems  that  resulted  from  IRS  managers  and  employees  not  having 
access  to  the  information  they  needed  in  a  timely  fashion.  But  other  equally  dra- 


2GAO/T-AIMD-96-75. 

^Management  Challenges  Facing  IRS  (GAO/T-GGD-91-20,  June  25,  1991). 
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matic  changes  were  envisioned,  specifically  many  fewer  processing  centers  and  cus- 
tomer service  sites,  a  shift  from  correspondence  to  the  telephone  in  communicating 
with  teixpayers,  and  a  focus  on  earlier  identification  and  resolution  of  taxpayer  prob- 
lems and  noncompliance.  While  IRS  predicted  that  it  would  need  many  fewer  staff 
to  maintain  existing  work  levels,  it  anticipated  investing  the  staff  savings  made 
available  from  TSM  back  into  its  customer  service  and  enforcement  programs. 

During  the  past  4  years,  IRS  has  made  some  progress  in  modernizing  its  oper- 
ations to  reflect  its  business  vision,  but  the  differences  between  IRS'  current  oper- 
ations and  those  proposed  in  its  vision  are  great.  TeleFile,  a  system  that  allows  fil- 
ers of  very  simple  returns  to  do  so  over  the  telephone,  went  nationwide  this  year, 
and  about  2.8  million  people  participated.  Yet  the  total  number  of  people  filing  their 
returns  electronically  remains  below  1994  levels  and  far  below  what  is  needed  to 
accomplish  IRS'  electronic  filing  goals.  Telephone  accessibility  was  up  this  filing  sea- 
son— IRS  assistors  answered  over  a  million  more  calls  than  last  filing  season  due 
in  part  to  better  data  availability — yet  IRS  was  still  able  to  answer  only  about  20 
percent  of  the  calls.  IRS'  accounts  receivable  inventory  remains  on  our  high  risk  list. 

Congress  cut  IRS'  fiscal  year  1996  TSM  budget  due  in  part  to  concerns  about  the 
value  of  TSM  investments  and  IRS'  progress  in  delivering  new  systems.  In  response, 
IRS  recently  identified  those  aspects  of  its  original  business  vision  that  it  expects 
to  accomplish  by  2000  and  those  that  will  have  to  be  delayed.  We  refer  to  this  effort 
as  IRS'  reassessment  of  TSM.  Although  IRS  has  not  released  information  on  which 
TSM  projects  will  be  continued  and  on  what  schedule,  it  appears  the  reassessment 
will  affect  IRS'  ability  to  resolve  by  the  year  2001  many  of  the  longstanding  prob- 
lems it  faces. 

The  remainder  of  our  testimony  provides  more  information  on  IRS'  business  vision 
and  IRS'  progress  in  achieving  that  vision. 

IRS  Lacks  A  Comprehensive  Strategy  to  Significantly  Reduce  the  Volume  of 

Paper  Returns 

One  of  the  biggest  problems  facing  IRS  is  its  antiquated,  inefficient  system  for 
processing  most  tax  returns.  The  system  involves  thousands  of  staff  moving  moun- 
tains of  paper  through  several  processing  stages.  It  is  a  time-consuming,  inefficient 
process  that  requires  considerable  effort  just  to  correct  errors  made  by  IRS  employ- 
ees during  the  process.  Storing  and  retrieving  the  paper  returns  involves  further  in- 
efficiencies. It  can  take  weeks,  for  example,  for  an  IRS  employee  to  retrieve  a  paper 
return  from  storage. 

IRS'  strategy  for  receiving  and  capturing  data  from  tax  returns  was  and  still  is 
a  crucial  component  of  IRS'  business  vision.  Initially,  IRS'  strategy  focused  on  re- 
placing computers  in  its  10  service  centers  with  more  efficient  ones.  However,  in 
1992,  IRS  began  examining  other  processing  options.  As  a  part  of  that  analysis,  IRS 
concluded  that  it  had  to  make  various  organizational  and  business  changes.  Prob- 
ably the  most  important  business  change  was  IRS'  decision  to  significantly  increase 
the  number  of  tax  returns  received  electronically  by  2001. 

Although  IRS  has  implemented  some  initiatives  that  have  increased  the  number 
of  electronic  returns  since  1993  when  it  established  a  goal  to  receive  80  million  re- 
turns by  2001,  those  initiatives  are  targeted  at  tax  returns  that  are  among  the  least 
costly  paper  returns  to  process.  Furthermore,  IRS  has  not  yet  successfully  addressed 
one  of  the  major  impediments  to  the  expansion  of  electronic  filing — its  cost  to  tax- 
payers. 

IRS'  current  initiatives  to  increase  electronic  filing  will  not,  in  their  entirety, 
bring  IRS  close  to  its  80-million  goal.  IRS  has  acknowledged  that  it  lacks  a  com- 
prehensive business  strategy  for  achieving  that  goal  and  needs  to  rethink  its  overall 
approach  for  receiving  and  capturing  tax  return  data.  To  that  end,  IRS  recently 
began  a  reengineering  project  to  identify  strategies  for  significantly  reducing  its 
paper  tax  return  filings. 

Original  Plans  for  TSM  Focused  on  Imaging  A  Large  Number  of  Paper  Returns 

As  noted  earlier,  IRS'  original  TSM  plans  for  receiving  and  capturing  tax  return 
data  centered  on  replacing  existing  computers  at  its  10  service  centers.  Accordingly, 
in  1988,  IRS  began  designing  a  Document  Processing  System  (DPS)  that  would  use 
imaging  and  optical  character  recognition  technologies  to  process  paper  tax  returns 
and  capture  100  percent  of  the  data  on  those  returns  (IRS  now  captures  only  about 
40  percent  of  the  data  on  paper  returns)."*  IRS  planned  to  implement  this  system 
at  all  10  service  centers. 


■•  Data  capture  involves  electronic  storage  for  later  retrieval,  analyses,  etc. 


93 

In  April  1992,  we  said  that  IRS  had  not  adequately  assessed  the  cost/benefit 
tradeoffs  associated  with  its  strategy  for  receiving  and  capturing  tax  return  data 
using  DPS.^  We  said  that  two  prerequisites  for  developing  good  information  systems 
were  an  analysis  of  the  business  functional  requirements  and  an  identification  of 
alternatives  for  meeting  those  requirements.  We  recommended  that  IRS  develop  a 
comprehensive  analysis  to  determine  the  cost  and  benefits  of  alternative  strategies 
for  receiving  and  capturing  tax  return  information.  We  said  that  IRS,  as  part  of  that 
analysis,  should  determine  the  impact  of  various  electronic  filing  incentives  on  the 
requirements  for  imaging  and  optical  character  recognition.  IRS  proceeded  with  the 
development  of  DPS  without  this  analysis  but  decided  that  DPS  would  be  rolled  out 
in  five  service  centers  instead  of  10.  IRS  records  show  that  it  had  spent  about  $270 
million  on  DPS  through  fiscal  year  1995. 

According  to  IRS  officials,  it  is  uncertain  whether  the  benefits  of  DPS  outweigh 
the  costs.  Over  the  next  120  days,  according  to  those  officials,  IRS  will  be  evaluating 
its  need  for  an  imaging  and  data-capture  system.  One  important  aspect  of  this  eval- 
uation will  be  a  determination  of  how  much  tax  return  data  IRS  needs  for  compli- 
ance purposes  and  whether  data  needs  vary  by  type  of  return.  This  analysis  was 
not  done  when  DPS  was  initially  planned.  In  light  of  the  ongoing  evaluation  of  DPS, 
according  to  an  IRS  official,  the  pilot  test  of  DPS  that  was  scheduled  for  January 
1997  has  been  delayed. 

IRS'  Business  Vision  Calls  for  An  Increase  in  the  Number  of  Electronic  Returns  and 
Other  Changes 
IRS  analysis  of  options  for  changing  its  processing  system  for  tax  returns  and 
other  paper  tax  documents,  such  as  information  returns,  resulted  in  several  rec- 
ommendations. Probably  the  most  important  recommendation  was  one  to  increase 
the  number  of  returns  that  IRS  would  receive  electronically  in  2001.  The  other  rec- 
ommendations focused  on  consolidating  paper  processing  of  tax  documents  at  fewer 
service  centers  and  providing  a  return-free  filing  capability  for  certain  taxpayers. 

Electronic  Filing 

When  TSM  began  in  1986,  IRS  assumed  that  it  would  eventually  receive  about 
40  million  electronic  returns  a  year.  After  analyzing  options  for  business  change, 
IRS  adopted  a  goal  of  80  million  electronic  returns  by  2001.  Compared  with  IRS' 
current  procedures  for  processing  paper  returns,  electronic  filing  has  several  bene- 
fits for  IRS.  These  benefits  include  reduced  processing,  storage,  and  retrieval  costs 
and  faster,  more  accurate  processing  of  returns  and  refunds. 

Since  the  inception  of  electronic  filing  in  1986,  IRS'  marketing  approach  was  to 
encourage  tax  return  preparers  to  provide  electronic  filing  in  the  hope  that  they 
would  market  the  service  to  the  general  public.  IRS'  rationale  for  this  approach  was 
based  primarily  on  the  large  number  of  professional  preparers — about  57  million  tax 
returns  for  tax  year  1993  were  prepared  by  professional  preparers.  Because  we  saw 
the  need  for  IRS  to  expand  the  appeal  of  electronic  filing,  we  recommended  in  Janu- 
ary 1993  that  IRS  identify  additional  market  segments  and  specify  strategies  for  at- 
tracting those  segments  to  electronic  filing.^  To  that  end,  IRS  developed  a  strategy 
that  encompassed  21  initiatives  for  increasing  the  number  of  electronic  returns. 

IRS  has  implemented  some  of  the  21  initiatives  and  has  realized  some  positive 
results.  For  example,  certain  taxpayers  who  are  eligible  to  file  a  Form  1040EZ  are 
now  allowed  to  file  electronically  using  a  toll-free  number  on  touch-tone  phones. 
This  year,  about  2.8  million  taxpayers  used  that  filing  method,  known  as  TeleFile. 

However,  the  one  initiative  that  IRS  assumed  would  have  the  single  most  signifi- 
cant impact  on  electronic  filing,  generating  46  million  electronic  returns,  has  since 
been  dropped.  That  initiative  called  for  legislative  mandates  requiring  that  (1)  pre- 
parers of  100  or  more  individual  returns  offer  electronic  filing  and  (2)  businesses 
with  10  or  more  employees  file  their  returns  electronically.  IRS  dropped  that  initia- 
tive because  IRS  and  Treasury  officials  believed  there  was  little  chance  that  Con- 
gress would  pass  such  legislation. 

IRS  estimates  that  it  will  receive  16  million  returns  electronically  for  1996.  To 
date,  most  of  the  returns  being  filed  electronically  are  ones  that,  if  filed  on  paper, 
could  be  filed  on  forms  (like  the  1040EZ)  that  are  among  the  least  costly  paper  re- 
turns to  process.  With  that  in  mind,  we  recommended,  in  October  1995,  that  IRS 
identify  those  groups  of  taxpayers  that  offer  the  greatest  opportunity  to  reduce  IRS' 
paper  processing  workload  and  operating  costs  if  they  filed  electronically  and  de- 


5  Tax  Systems  Modernization:  Input  Processing  Strategy  is  Risky  and  Lacks  a  Sound  Analyt- 
ical Basis  (GAO/T-IMTEC-92-15,  Apr.  29,  1992). 

^Tax  Administration:  Opportunities  to  Increase  the  Use  of  Electronic  Filing  (GAO/GGD-93- 
40,  Jan.  22,  1993). 


94 

velop  strategies  that  focus  on  eliminating  or  alleviating  impediments  that  inhibit 
those  groups  from  participating  in  the  program.'  The  primary  impediment  we  cited 
was  the  cost  of  electronic  filing.  To  file  electronically,  taxpayers  generally  have  to 
go  through  a  tax  return  preparer  or  some  other  third  party  at  a  cost  that  typically 
ranges  from  $15  to  $40. 

As  we  told  this  Committee  in  March,  IRS  has  taken  several  actions  that  could 
result  in  future  progress  toward  increasing  the  number  of  electronic  returns.  How- 
ever, these  initiatives  have  yet  to  culminate  in  a  comprehensive  strategy  that  will 
help  IRS  achieve  its  80-million  goal.^ 

Consolidating  Paper  Processing 
Another  aspect  of  IRS'  business  vision  for  2001  was  to  consolidate  the  processing 
of  all  paper  documents  (tax  returns,  correspondence,  and  information  returns)  into 
five  of  its  10  service  centers.  IRS  has  identified  which  five  centers  will  specialize 
in  paper  processing  and  has  consolidated  the  processing  of  paper  information  re- 
turns and  Federal  Tax  Deposit  coupons  in  those  centers  with  the  roll  out  of  an  in- 
terim scanning  and  imaging  technology  known  as  the  Service  Center  Recognition 
Image  Processing  System  (SCRIPS).  SCRIPS  was  also  expected  to  process  about  50 
percent  of  the  Form  1040EZ  returns  for  the  1996  filing  season.  However,  SCRIPS 
is  performing  well  below  IRS'  original  expectations.  Besides  information  returns  and 
tax  deposit  coupons,  SCRIPS  was  expected  to  be  processing  all  forms  1040EZ, 
1040PC,  and  941  (employment  tax  returns).  Instead,  SCRIPS  is  processing  about  50 
percent  of  the  1040EZs  and  none  of  the  1040PCs  and  941s. 

Return-Free  Filing 

As  part  of  its  vision  for  2001,  IRS  planned  to  provide  a  return-free  filing  capability 
for  a  limited  number  of  taxpayers  by  2001.  Under  this  system,  the  taxpayer  would 
not  have  to  file  a  tax  return.  IRS  would  calculate  th«  tax  liability  and  send  the  tax- 
payer either  a  bill  or  a  refund.  However,  this  capability  depends  on  accelerated  proc- 
essing of  information  returns,  such  as  wage  and  interest  and  dividend  information 
submitted  by  third  parties,  so  that  IRS  can  determine  the  taxpayer's  liability  and 
prepare  a  return  for  the  taxpayer  during  the  January  through  early  March  time 
frame.  Currently,  there  is  a  1-year  lag  between  the  time  a  taxpayer  files  a  tax  re- 
turn and  when  IRS  notifies  the  taxpayer  that  it  has  identified  unreported  income 
for  that  tax  year.  For  example,  in  March  1996,  IRS  was  sending  out  underreporter 
notices  for  returns  filed  in  1995. 

However,  as  a  result  of  IRS'  reassessment  of  TSM,  IRS  does  not  plan  to  accelerate 
the  processing  of  information  returns  to  the  extent  needed  to  support  return-free  fil- 
ing. Until  it  does  so,  return-free  filing  will  not  be  an  option. 

IRS  Lacks  A  Cost-Effective  Strategy  for  Obtaining  the  Taxpayer  Data  That  May  Be 
Needed  for  Customer  Service  and  Compliance 

Our  message  regarding  IRS'  progress  in  achieving  its  business  vision  for  process- 
ing tax  returns  is  really  no  different  than  it  was  in  1992 — IRS'  strategy  for  returns 
processing  needs  to  be  based  on  a  clear  definition  of  its  downstream  business  re- 
quirements for  customer  service  and  compliance  and  an  analysis  of  the  cost  and 
benefits  of  providing  those  requirements  under  some  of  the  different  scenarios  that 
IRS  is  currently  considering  as  a  part  of  its  reengineering  effort.  Until  such  an  anal- 
ysis is  completed,  IRS  has  no  assurance  that  its  technology  investments  for  submis- 
sion processing  are  sound. 

As  part  of  the  reassessment  of  TSM  referred  to  earlier,  IRS  reviewed  its  business 
assumptions  for  the  receipt  and  capture  of  tax  return  data  and  the  costs  associated 
with  those  assumptions.  In  doing  so,  IRS  concluded  that  it  needed  to  "aggressively 
reengineer"  its  returns-processing  function  to  significantly  reduce  paper  filings.  Ac- 
cording to  the  Deputy  Secretary  of  the  Treasury,  this  reengineering  effort  will  con- 
sider various  alternatives  beyond  simply  converting  from  paper  to  electronic  filing. 
Those  alternatives  include  eliminating  certain  classes  of  tax  returns,  expanding  eli- 
gibility for  filing  simple  forms,  and  outsourcing  the  data  capture  function.  Because 
this  reengineering  project  is  in  its  infancy,  it  is  too  early  to  determine  whether  the 
results  will  provide  IRS  with  a  clear  definition  of  the  functional  requirements  for 
its  future  returns-processing  system.  The  foundation  for  this  analysis  needs  to  be 
a  determination  of  the  type  of  tax  return  data  that  IRS  needs  for  compliance  and 
customer  service— something  IRS  says  it  is  doing  as  part  of  its  reevaluation  of  DPS. 
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IRS  Faces  Several  Challenges  in  Implementing  Its  Customer  Service  Vision 

The  second  part  of  IRS'  business  vision  is  to  improve  service  to  taxpayers.  A  key 
IRS  goal  is  to  resolve  95  percent  of  taxpayer  inquiries  after  one  contact.  For  service 
to  improve,  taxpayers  must  be  able  to  reach  IRS  by  telephone  when  they  have  ques- 
tions or  problems  and  IRS  employees  must  have  easy  access  to  the  information 
needed  to  help  taxpayers. 

Taxpayers  have  long  had  problems  reaching  IRS  by  telephone.  The  percentage  of 
taxpayers'  calls  that  IRS  assistors  answered  decreased  from  58  percent  for  the  1989 
filing  season  to  8  percent  for  the  1995  filing  season.  Although  the  accessibility  rate 
improved  during  the  1996  filing  season,  assistors  were  still  only  able  to  answer  20 
percent  of  taxpayers'  telephone  calls.  And,  even  when  a  taxpayer  gets  through  to 
IRS,  the  assistor  does  not  always  have  easy  access  to  the  information  needed  to  re- 
solve the  taxpayer's  problem.  As  a  result,  the  assistor  may  have  to  either  (1)  refer 
the  taxpayer  to  another  office,  (2)  research  the  problem  and  call  the  taxpayer  back, 
or  (3)  tell  the  taxpayer  to  call  back  later. 

IRS'  strategy  for  improving  customer  service  includes  consolidating  work  units, 
changing  work  processes,  and  increasing  the  use  of  or  implementing  new  informa- 
tion systems.  IRS'  strategy  offers  promise  as  it  is  designed  to  improve  taxpayers' 
ability  to  get  assistance  from  IRS  and  to  provide  IRS  employees  easy  access  to  infor- 
mation. However,  IRS  faces  many  challenges  in  implementing  that  strategy. 

Consolidating  Work  Units 

IRS'  customer  service  vision  calls  for  consolidating  the  work  of  different  functional 
areas  that  do  not  have  face-to-face  interaction  with  taxpayers. 

IRS  has  different  functional  areas  that  answer  taxpayer  inquiries,  clarify  and  cor- 
rect tax  returns,  and  collect  unpaid  taxes.  Because  each  of  these  functional  areas 
maintains  separate  taxpayer  databases,  taxpayers  who  contact  IRS  either  by  mail 
or  by  telephone  are  often  told  to  write  or  call  other  offices  rather  than  those  they 
initially  contact.  As  a  result,  taxpayers  may  have  to  make  several  inquiries  before 
locating  an  IRS  office  that  can  address  their  concern  or  question. 

Non  face-to-face  interaction  with  taxpayers  has  traditionally  been  done  in  at  least 
70  IRS  organizational  units  in  44  locations.  The  customer  service  vision  calls  for 
consolidating  the  work  of  these  70  organizational  units  into  23  customer  service  cen- 
ters. Customer  service  centers  would  absorb  the  functions  of  (1)  toll-free  taxpayer 
assistance  sites,  which  answer  calls  about  tax  law  and  procedures,  taxpayer  ac- 
counts, and  notices  that  taxpayers  receive  from  IRS;  (2)  automated  collection  call 
sites,  which  contact  taxpayers  to  secure  delinquent  tax  returns  and  payments  and 
answer  calls  from  taxpayers  who  are  the  subject  of  collection  actions;  and  (3)  forms 
distribution  centers,  which  handle  requests  for  tax  forms  and  publications. 

IRS  has  made  some  progress  toward  implementing  the  organizational  changes. 
IRS  has  selected  the  locations  for  its  customer  service  centers,  developed  a  schedule 
for  start-up  operations,  and  formulated  a  plan  for  progressively  expanding  the  work- 
load of  the  new  centers.  Two  customer  service  centers  (Nashville  and  Fresno)  are 
experimenting  with  new  ways  of  providing  customer  service  over  the  telephone.  As 
of  April  1996,  IRS  had  partial  customer  service  operations  at  13  of  its  23  sites.  Of 
the  28  organizational  units  that  are  scheduled  to  close,  six  are  closed.  The  remain- 
ing offices  will  be  closed  on  a  staggered  schedule  through  2002. 

Changing  Work  Processes 

IRS'  customer  service  vision  emphasizes  use  of  the  telephone  to  interact  with  tax- 
payers. As  such,  IRS'  plans  include  actions  directed  at  converting  to  telephone  much 
of  the  work  now  being  done  by  correspondence  and  at  making  it  easier  for  taxpayers 
to  reach  IRS  and  resolve  their  problems  by  telephone. 

The  Fresno  prototype  customer  service  center  has  experience  in  converting  paper 
correspondence  to  the  telephone.  According  to  IRS,  after  it  began  including  Fresno's 
telephone  number  on  some  outgoing  notices,  the  center's  correspondence  receipts  de- 
clined by  15  percent.  Other  customer  service  centers  are  testing  a  new  toll-free  tele- 
phone number  that  IRS  added  to  certain  account  notices  this  year.  In  past  years, 
those  notices  instructed  taxpayers  to  write  to  IRS  if  they  had  any  questions. 

IRS'  strategy  for  improving  the  accessibility  of  its  telephone  service  calls  for  (1) 
extending  its  hours  of  operation,  (2)  improving  its  ability  to  route  calls,  (3)  increas- 
ing the  use  of  interactive  systems,  and  (4)  reducing  demand  for  assistance. 

First,  office  hours  would  be  extended  to  20  hours  a  day  during  the  week  and  8 
hours  each  day  on  the  weekend.  Also,  taxpayers  would  have  access  to  interactive 
systems  24  hours  a  day.  Starting  in  January  1995,  by  routing  calls  among  some  call 
sites  and  extending  the  hours  of  others,  IRS  enabled  taxpayers  nationwide  to  call 
IRS  from  7:30  a.m.  to  5:30  p.m.  weekdays — an  additional  2  hours  of  service  than 
in  the  past. 
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The  second  part  of  IRS'  strategy  for  improving  telephone  accessibihty  calls  for  en- 
hancing IRS'  ability  to  route  taxpayer  calls  nationwide  to  those  locations  that  have 
employees  available  to  answer  taxpayers'  questions.  Early  in  1995,  IRS  installed 
automated  call  distributors  that  can  send  calls  to  other  locations  where  IRS  employ- 
ees are  available  to  answer  questions.  However,  IRS  currently  routes  calls  using  a 
"bottom  up"  approach — i.e.,  the  call  site  notifies  the  cognizant  regional  office  when 
it  is  overloaded,  and  the  regional  office  then  notifies  the  National  Office.  On  the 
basis  of  daily  trend  data,  the  National  Office  sends  the  calls  to  other  call  sites  not 
thought  to  be  busy.  National  Office  staff  manually  log  the  change  and  log  it  into 
a  terminal.  After  this  process,  the  change  can  be  operational  within  15  minutes  to 
1  hour  later.  However,  by  the  time  the  National  Office  responds,  the  overload  situa- 
tion may  have  subsided  or  callers  may  have  simply  abandoned  their  calls.  As  part 
of  its  customer  service  vision,  IRS  hopes  to  have  a  "top  down"  approach  to  call  rout- 
ing using  real-time  data  in  1997.  This  capability  depends  on  certain  technology  and 
establishment  of  a  National  Command  Center  that  will  have  access  to  real-time  call 
volumes  for  all  customer  service  centers. 

Increasing  the  use  of  interactive  systems  is  the  third  part  of  IRS'  strategy  to  ex- 
pand telephone  service.  Specifically,  IRS  expects  that  45  percent  of  all  taxpayers' 
calls  will  be  resolved  through  interactive  systems.  These  systems  are  to  allow  tax- 
payers to  get  answers  to  their  questions  and  complete  certain  transactions,  such  as 
making  tax  payments  or  entering  into  installment  agreements,  without  talking  to 
an  IRS  employee.  Overall,  IRS  expects  to  have  30  or  more  of  these  systems  available 
to  taxpayers  by  2000.  As  of  January  1996,  IRS  had  developed  and  tested  three  such 
systems  and  had  rolled-out  one  of  them  to  seven  locations.  Four  more  interactive 
telephone  systems  are  scheduled  to  be  tested  in  September  1996. 

We  recently  reported  that  the  three  interactive  telephone  systems  that  IRS  has 
tested  were  difficult  for  taxpayers  to  use  because  IRS'  telephone  routing  system  (1) 
required  taxpayers  to  remember  up  to  eight  menu  options  when  the  design  guide- 
lines called  for  no  more  than  four  options  and  (2)  did  not  allow  taxpayers  to  return 
to  the  main  menu  when  they  made  a  mistake  or  wanted  to  resolve  other  issues.^ 
We  recommended  that  IRS  assess  the  various  menu  options  and  take  actions  to 
overcome  the  problems  caused  by  too  many  options,  including  using  multiple  toll- 
free  numbers  and  providing  taxpayers  with  a  written  step-by-step  description  of  how 
to  use  the  interactive  systems'  menus.  In  response  to  our  recommendation,  IRS 
plans  to  further  test  telephone  menu  options  and  interactive  telephone  systems  to 
determine  taxpayers'  needs  and  their  ability  to  use  the  system  easily.  The  clarity 
of  menu  options  will  be  even  more  critical  as  IRS  plans  to  expand  its  use  of  inter- 
active systems. 

The  final  part  of  IRS'  strategy  is  to  reduce  the  need  for  taxpayers  to  call  IRS.  IRS 
plans  to  do  this  in  several  ways.  In  the  near  term,  demand  on  IRS'  customer  service 
centers  will  be  reduced  by  eliminating  unnecessary  notices.  In  that  regard,  as  part 
of  a  recent  notice  reengineering  project,  IRS  decided  to  eliminate  certain  notices. 
When  the  recommendations  from  the  reengineering  effort  are  fully  effective,  in  fiscal 
year  1997,  IRS  expects  to  be  issuing  almost  46  million  fewer  notices  annually  to  tax- 
payers. By  eliminating  those  notices,  IRS  expects  to  receive  9  to  10  million  fewer 
telephone  calls  from  taxpayers. 

In  the  longer  term,  IRS  plans  to  reduce  demand  by  successfully  responding  to 
more  taxpayer  issues  with  only  one  contact.  According  to  IRS,  this  will  require  its 
assistors  to  have  better  quality  information  and  tools  at  their  disposal.  As  discussed 
in  the  next  section,  some  progress  has  been  made,  but  the  systems  IRS  needs  to 
accomplish  this  goal  remain  in  development. 

Improving  Information  Systems 

In  addition  to  organizational  and  work  process  changes,  IRS'  customer  service  vi- 
sion depends  on  increasing  the  use  of  and  implementing  new  information  systems. 

Making  it  easier  for  taxpayers  to  reach  IRS  by  telephone  is  of  limited  value  if  IRS 
employees  on  the  other  end  of  the  line  do  not  have  access  to  the  data  needed  to 
help  the  taxpayers.  Inaccessible  data  has  been  a  longstanding  problem  in  IRS.  IRS' 
primary  taxpayer  account  database  that  is  used  for  assisting  taxpayers,  known  as 
the  Integrated  Data  Retrieval  System  (IDRS),  was  designed  in  the  1960s.  TJntil 
1995,  account  information  in  IDRS  was  spread  among  10  service  centers  and  em- 
ployees in  each  center  had  access  to  information  on  only  a  small  percentage  of  the 
IDRS  accounts.  When  an  employee  did  not  have  access  to  the  account  information 
needed  to  respond  to  a  taxpayer's  question,  the  employee  typically  wrote  down  the 
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question  and  mailed  it  to  the  location  that  had  access  to  the  information  whose  staff 
would  then  respond  to  the  taxpayer. 

Early  in  1995,  IRS  implemented  a  networking  capability  among  the  10  service 
centers  so  that  employees  could  have  access  to  IDRS  data  nationwide.  This 
networking  capability  is  referred  to  as  Universal  IDRS.  Although  Universal  IDRS 
gives  IRS  employees  access  to  taxpayer  account  information  nationwide,  IDRS  does 
not  always  contain  complete  information  on  a  taxpayer's  account.  Other  information 
needed  to  help  the  taxpayer  may  reside  in  different  systems  that  are  not  linked  to 
IDRS.  For  example,  an  IRS  employee  using  IDRS  will  know  that  a  taxpayer  was 
sent  an  underreporter  notice,  but  would  not  have  access  to  the  actual  notice.  That 
notice  is  contained  in  IRS'  Automated  Underreporter  system.  The  notice  would  pro- 
vide additional  information,  such  as  the  amount  of  unreported  income  and  informa- 
tion return  data  that  may  indicate,  for  example,  the  amount  of  dividend  or  interest 
reported  by  financial  institutions  but  not  by  the  taxpayer. 

To  resolve  these  kinds  of  problems,  IRS  eventually  intends  to  provide  its  employ- 
ees with  access  to  greater  amounts  of  on-line  taxpayer  data  in  snorter  time  frames 
than  those  for  the  current  IDRS  data.  This  capability  is  to  be  delivered  when  IRS 
implements  two  TSM  projects — the  Corporate  Accounts  Processing  System  (CAPS) 
and  the  Workload  Management  System  (WMS).  CAPS  is  to  be  the  main  repository 
of  taxpayer  account  data,  and  WMS  is  to  track  and  manage  all  open  account  issues 
for  a  taxpayer.  These  projects  are  scheduled  to  be  implemented  in  1999. 

In  the  interim,  IRS  plans  to  use  Integrated  Case  Processing  (ICP)  to  gain  access 
to  and  integrate  information  from  each  of  the  existing  IRS  functional  databases  that 
contain  taxpayer  information.  Using  a  taxpayer's  social  security  number  to  obtain 
case  information,  the  ICP  software  is  expected  to  automatically  assemble  the  rel- 
evant information  on  screen,  provide  questions  and  prompts  for  the  customer  service 
representative,  and  perform  calculations  for  updating  the  account.  With  ICP,  it  is 
envisioned  that  IRS  customer  service  staff  will  have  all  relevant  information  from 
a  number  of  important  databases  available  to  them  when  they  talk  to  the  taxpayer. 
This  is  key  to  meeting  IRS'  customer  service  goals. 

IRS  plans  to  deliver  ICP  in  four  software  increments.  The  first  software  increment 
consists  of  eliminating  the  need  for  IRS  employees  to  use  multiple  workstations  to 
access  data  on  individual  taxpayers  from  different  information  systems.  As  of  Feb- 
ruary 1996,  the  first  increment  of  ICP  was  partially  deployed  at  13  of  the  23  cus- 
tomer service  centers.  i°  The  next  ICP  software  increment  is  being  designed  to  pro- 
vide enhancements  over  the  first  increment.  Some  of  the  enhancements  include  con- 
solidating the  information  from  multiple  systems  onto  a  single  standard  screen  and 
providing  IRS  with  the  capability  to  route  calls  to  the  most  skilled  IRS  employee 
who  is  available  at  the  time  of  a  taxpayer's  call.  Later  versions  are  expected  to  pro- 
vide this  same  level  of  access  to  information  for  business  taxpayers. 

Managerial,  Technical,  and  Human  Resource  Challenges  Remain 

IRS'  strategy  for  improving  customer  service  offers  promise  as  it  is  designed  to 
improve  taxpayers'  ability  to  get  assistance  from  IRS  and  provide  IRS  employees  ac- 
cess to  the  information  they  need  to  help  taxpayers.  However,  IRS  faces  important 
managerial,  technical,  and  human  resource  challenges  to  fully  achieve  its  customer 
service  vision.  Specifically,  it  has  to  manage  the  transition  to  the  customer  service 
vision  while  continuing  to  meet  the  current  workload  for  providing  answers  to  tax- 
payer inquiries,  managing  taxpayer  accounts,  and  collecting  unpaid  taxes.  IRS  also 
has  to  determine  the  scope  of  responsibilities  for  those  staff  employed  at  customer 
service  centers  and  provide  the  requisite  training  for  that  staff.  IRS  also  has  to  de- 
velop the  information  systems  necessary  to  support  the  accomplishment  of  its  vision, 
including  interactive  telephone  systems  that  are  easy  for  taxpayers  to  use. 

IRS'  Compliance  Goal  May  Be  Jeopardized  by  Changing  Assumptions 

The  third  major  part  of  IRS'  vision  is  to  increase  compliance.  According  to  IRS, 
compliance  levels  have  remained  at  87  percent  for  the  last  several  years.  IRS  esti-  ~ 
mates  that  each  percentage  point  increase  in  compliance  could  generate  billions  of 
dollars  in  revenue.  In  addition,  IRS  is  faced  with  an  inventory  of  collectible  tax 
debts  that,  according  to  IRS  estimates,  was  about  $46  billion  as  of  September  30, 
1995. 

IRS'  goal  is  to  increase  compliance  to  90  percent  by  2001  through  improved  vol- 
untary compliance  and  enforcement.  However,  it  is  unclear  how  IRS  expects  to 
achieve  that  goal,  especially  considering  some  of  the  changes  since  the  goal  was  es- 
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tablished.  Since  then,  for  example,  IRS  (1)  has  begun  reassessing  its  data  needs  and 
revised  its  plans  to  capture  100  percent  of  the  data  on  tax  returns;  (2)  has  post- 
poned indefinitely  the  Taxpayer  Compliance  Measurement  Program  (TCMP),  which 
has  been  IRS'  primary  program  for  obtaining  comprehensive  and  reliable  taxpayer 
compliance  data  since  the  1960s;  (3)  no  longer  anticipates  being  able  to  do  up-front 
matching  of  tax  returns  and  information  returns,  at  least  until  sometime  after  2000; 
and  (4)  has  abandoned  its  assumption  that  staff-year  savings  from  modernization 
would  be  reinvested  in  front-line  customer  service  and  compliance  positions. 

Ready  Access  to  Good  Data  is  Critical  to  Achieving  IRS'  Compliance  Goal 

Achievement  of  IRS'  compliance  goal  hinges  on  the  ability  of  enforcement  staff  to 
readily  access  good  data.  For  example,  as  we  discussed  in  recent  testimony  on  IRS' 
debt  collection  practices,  existing  IRS  computer  systems  do  not  provide  ready  access 
to  needed  information  and,  consequently,  do  not  adequately  support  modern  work 
processes.  ^^  Access  to  current  and  accurate  information  on  tax  debts  is  essential  if 
IRS  is  to  enhance  the  effectiveness  of  its  collection  tools  and  programs  to  optimize 
productivity,  devise  alternative  collection  strategies,  and  develop  programs  to  pre- 
vent taxpayers  from  becoming  delinquent  in  the  first  place. 

Although  technology  plays  a  key  role  in  helping  an  organization  collect  good  data 
and  make  it  readily  accessible  to  employees,  it  is  critical  that  the  organization  first 
determine  what  data  it  needs.  IRS  has  not  yet  identified  all  of  the  data  that  enforce- 
ment staff  need  to  do  their  job. 

IRS  currently  captures  about  40  percent  of  the  data  provided  by  taxpayers  on 
their  individual  income  tax  returns.  IRS'  intent,  as  part  of  modernization,  was  to 
capture,  either  through  electronic  submission  or  imaging,  100  percent  of  the  data. 
However,  as  part  of  the  TSM  reassessment  effort  discussed  earlier,  IRS  has  decided 
that  it  will  continue  capturing  about  40  percent  of  the  individual  income  tax  return 
data  for  at  least  the  next  5  years,  with  the  intent  of  moving  to  100  percent  data 
capture  sometime  after  that.  If  IRS  is  going  to  continue  capturing  40  percent  of  the 
tax  return  data,  it  is  critical  that  it  capture  the  right  40  percent.  IRS  does  not  now 
know  if  it  is  capturing  the  right  data.  According  to  IRS  officials,  efforts  are  under- 
way to  validate  IRS'  business  needs  and  to  do  a  line-by-line  review  of  the  individual 
income  tax  return  (Form  1040)  to  determine  what  is  and  is  not  needed. 

It  is  also  important  that  any  data  IRS  captures,  whether  40  percent  or  100  per- 
cent of  the  universe,  be  easily  accessed  by  staff  who  need  it.  In  that  regard,  IRS 
officials  told  us  that  enforcement  staff  are  not  able  to  readily  access  the  data  that 
IRS  is  now  capturing.  Like  Customer  Service,  IRS'  enforcement  functions  should 
benefit  from  the  eventual  replacement  of  the  current  master  files  with  CAPS  and 
WMS. 

Data  are  also  critical  to  IRS'  new  approach  for  researching  ways  to  improve  com- 
pliance. IRS  has  traditionally  responded  to  noncompliance  through  audits  and  other 
enforcement  efforts.  Over  time,  IRS  concluded  that  enforcement  was  essential  to 
pursue  intentional  noncompliance  but  that  improved  taxpayer  assistance  and  edu- 
cation, rather  than  enforcement,  might  be  more  appropriate  for  correcting  uninten- 
tional noncompliance.  With  this  in  mind  and  concerned  about  noncompliance  levels, 
IRS  created  a  compliance  research  and  analysis  approach  in  1993,  with  the  intent 
of  identifying  noncompliant  market  segments  and  appropriate  enforcement  and  non- 
enforcement  efforts  to  address  that  noncompliance.  IRS'  major  research  tool  is  to  be 
the  Compliance  Research  Information  System  (CRIS).  Plans  call  for  CRIS  to  be  an 
integrated  network  of  databases  containing  a  sample  of  internal,  external,  and 
multi-year  data,  accessible  to  national  and  district  office  personnel  to  support  analy- 
ses of  voluntary  compliance  levels.  CRIS  is  expected  to  enable  IRS  to  develop  work- 
ing hypotheses  on  the  means  to  increase  voluntary  compliance,  test  hypotheses, 
evaluate  the  results,  and  make  decisions  on  how  to  implement  the  new  strategies. 

IRS  may  not  have  objective  compliance  data  available  when  needed  for  its  re- 
search efforts.  In  October  1995,  IRS  indefinitely  postponed  TCMP  due  to  budget  and 
taxpayer  burden  concerns.  TCMP  has  been  IRS'  primary  program  for  obtaining  com- 
prehensive and  reliable  taxpayer  compliance  data  since  the  1960s.  IRS  has  not  done 
a  TCMP  of  individual  income  tax  returns  since  1988.  With  the  postponement  of 
TCMP,  IRS  lacks  current  measures  on  compliance  and  does  not  have  the  data  it 
needs  to  determine  which  market  segments  to  research  on  ways  to  correct  non- 
compliance. As  we  discussed  in  an  April  1996  report  to  the  Commissioner  of  Inter- 
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nal  Revenue,  although  IRS  plans  to  mitigate  the  data  losses  resulting  from  the  post- 
ponement of  TCMP,  it  has  no  specific  proposal  on  how  to  accomplish  this.^^ 

IRS'  original  vision  assumed  that  compliance  efforts  would  be  enhanced  by  more 
timely  issue  identification  and  resolution,  facilitated  in  part  by  accelerating  the 
matching  of  tax  return  data  with  data  provided  by  third  parties,  such  as  banks  and 
employers.  The  ultimate  goal  was  to  achieve  up-front  matching  whereby  data  are 
received  and  processed  soon  enough  to  allow  matching  with  the  tax  return  while  the 
return  is  being  processed  and  before  any  refund  is  issued. 

IRS  has  been  accelerating  the  matching  process,  but  the  first  notice  to  taxpayers 
advising  them  of  any  discrepancy  is  still  not  sent  out  until  about  a  year  after  the 
tax  return  was  filed.  According  to  IRS  officials,  IRS  eventually  wants  to  be  able  to 
send  out  notices  in  the  same  year  the  return  was  filed.  Besides  increasing  the  likeli- 
hood of  contacting  the  taxpayer  and  resolving  the  case,  sending  the  notice  the  same 
year  the  tax  return  is  filed  might  help  taxpayers  avoid  the  same  mistake  on  the 
following  year's  return.  It  is  not  clear  when  IRS  will  be  able  to  do  up-front  match- 
ing. 

Changes  in  Staffing  Assumptions  Make  Achievement  of  IRS'  Compliance  Goal  More 
Difficult 

Data  and  the  technology  that  provides  it  are  critical,  but  so  are  the  people  who 
are  tasked  with  using  the  data.  IRS  already  has  tens  of  thousands  of  staff  who  work 
in  areas,  such  as  taxpayer  service,  examination,  and  collection,  that  can  affect  com- 
pliance levels.  Until  recently,  IRS  had  assumed  that  staff  savings  resulting  from 
modernization  (such  as  the  savings  anticipated  in  the  returns  processing  function) 
would  be  reinvested  to  provide  more  of  those  front-line  staff,  with  a  corresponding 
increase  in  revenues.  That  is  no  longer  the  case,  at  least  not  to  the  extent  originally 
anticipated.  According  to  IRS  officials,  one  of  the  assumptions  surrounding  its  re- 
cent reassessment  of  TSM  was  that  IRS  would  be  smaller  and  could  not  rely  on  re- 
investing TSM  savings. 

We  have  not  quantified  the  implications  of  this  change  in  staffing  assumptions. 
It  is  clear,  however,  that  IRS'  success  in  increasing  compliance  is  directly  related 
to  the  number  of  staff  involved  in  compliance-related  activities  and  that  any  signifi- 
cant change  in  staffing  could  significantly  affect  IRS'  ability  to  achieve  90-percent 
compliance  goal.  IRS  could  mitigate  that  effect,  at  least  somewhat,  by  making  sure 
that  is  has  tne  right  mix  of  staff. 

Staff  mix  is  an  issue,  for  example,  in  IRS'  collection  function.  While  the  private 
sector  emphasizes  the  use  of  telephone  collection  calls,  IRS  allocates  a  significant 
portion  of  its  collection  resources  to  field  offices  where  revenue  officers  visit  tax- 
payers. IRS  has  initiated  programs  and  made  procedural  changes  to  speed  up  its 
collection  process,  but  historically  IRS  has  been  reluctant  to  reallocate  resources 
from  the  field  to  earlier,  more  productive,  collection  activities.  IRS'  fiscal  year  1997 
budget  request  states  that,  although  traditional  enforcement  positions  (which  in- 
clude revenue  officers)  "comprise  the  lion's  share  of  IRS'  enforcement  efforts,  they 
also  represent  on  the  margin  the  least  efficient  use  of  IRS  resources."  In  that  re- 
gard, the  budget  request  provides  for  an  increase  in  staff  for  IRS'  telephone  collec- 
tion activities  and  a  decrease  in  revenue  officers — a  shift  toward  the  kind  of  mix 
that  we  have  advocated  in  the  past. 

Another  way  to  mitigate  the  effect  of  fewer-than-expected  staff  is  to  improve  staff 
productivity.  In  that  regard,  one  of  IRS'  efforts  to  improve  compliance  involves  the 
automation  of  certain  tasks  done  by  enforcement  staff  in  IRS'  district  offices.  These 
tasks,  like  many  in  IRS,  have  for  years  involved  the  manual  processing  of  paper, 
which  has  resulted  in  enforcements  staff  spending  significant  amounts  of  time  on 
routine  administrative  duties.  IRS  has  been  implementing  systems  that  are  de- 
signed to  ease  this  burden  and  help  make  enforcement  staff  more  productive. 

The  Integrated  Collection  System  (ICS)  is  a  computer-based  information  system 
that  is  intended  to  automate  some  of  the  labor-intensive  tasks  performed  by  revenue 
officers.  Although  this  effort  is  not  a  major  technological  advancement,  it  should  en- 
able revenue  officers  to  spend  their  time  more  productively.  According  to  IRS,  imple- 
menting this  system  in  two  pilot  districts  resulted  in  increased  collections,  faster 
case  closing,  and  less  time  spent  on  each  case.  The  system  is  currently  operating 
in  six  districts,  and  IRS  plans  to  roll  it  out  in  three  more  districts  this  year.  Accord- 
ing to  IRS,  further  implementation  depends  on  future  funding  and  final  measure- 
ments of  productivity. 

IRS  is  also  developing  an  automated  inventory  delivery  system  that  is  intended 
to  direct  accounts,  based  on  internally  developed  criteria,  to  the  particular  collection 
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stage  where  they  can  be  processed  most  efficiently  and  expeditiously.  This  system, 
which  IRS  plans  to  test  in  July  1996,  is  intended  to  move  accounts  through  the  col- 
lection process  faster  and  cheaper  than  under  the  current  system. 

Another  field  system,  the  Totally  Integrated  Examination  System  (TIES),  provides 
automated  tools  to  help  IRS'  Examination  staff  capture  data  about  their  audits  and 
compute  tax  liability,  interest,  and  penalties — tasks  that  previously  had  to  be  done 
manually.  TIES  has  been  implemented  in  seven  IRS  offices.  However,  IRS  recently 
decided  not  to  continue  funding  TIES  through  TSM.  It  is  our  understanding  that 
any  future  funding  will  be  done  outside  of  TSM. 

According  to  IRS,  the  features  of  ICS  and  TIES  will  eventually  be  incorporated 
into  the  Integrated  Case  Processing  (ICP)  system,  which  will  also  provide  IRS'  com- 
pliance function  with  automated  tools  for  case  assignment  and  tracking.  However, 
as  a  result  of  the  recent  reassessment  of  TSM,  IRS  has  decided  to  delay  that  inte- 
gration until  after  the  year  2000. 

TSM  Investments  Remain  at  Risk 

In  March  1996,  we  told  the  Subcommittee  on  Oversight,  House  Committee  on 
Ways  and  Means,  that  additional  investments  in  TSM  are  at  risk  given  current 
managerial  and  technical  weaknesses. ^^  Those  were  weaknesses  that  we  discussed 
in  our  July  1995  report  on  TSM.^^  The  Department  of  the  Treasury  is  expected  to 
report  to  the  Senate  and  House  Appropriations  Committees  on  IRS'  progress  in 
dealing  with  those  weaknesses  soon. 

One  of  the  managerial  weaknesses  discussed  in  our  July  1995  report  that  has  sig- 
nificant programmatic  implications  was  a  lack  of  integration  of  IRS'  reengineering 
efforts  and  TSM  projects.  Specifically,  we  said  that  IRS'  reengineering  efforts  were 
not  tied  to  its  TSM  projects  and  that  IRS  lacked  a  comprehensive  plan  and  schedule 
defining  how  and  when  to  integrate  these  business  reengineering  efforts  with  ongo- 
ing TSM  projects. 

The  reengineering  efforts  we  referred  to  in  July  1995  were  put  on  hold  pending 
the  outcome  of  IRS'  reassessment  of  TSM.  As  a  result  of  the  recent  reassessment 
of  TSM,  IRS  decided  to  reengineer  "the  tax  settlement  process".  IRS  has  defined 
that  process  as  beginning  at  the  point  taxpayers  collect  information  necessary  for 
the  filing  of  tax  returns  and  ending  when  the  current  year  tax  account  is  satisfied 
or  enforcement  action  is  initiated.  IRS  has  identified  18  high-level  processes  for  this 
time  period.  One  of  those  processes  focuses  on  IRS'  tax  return  processing  activity 
that  we  mentioned  earlier. 

We  question  IRS'  ability  to  make  sound  investment  decisions  on  TSM  until  re- 
engineering  of  important  processes,  such  as  tax  return  processing,  are  sufficiently 
completed.  Reengineering  could  result  in  new  business  requirements  that  are  not 
addressed  by  planned  TSM  projects  or  that  make  those  projects  obsolete.  For  exam- 
ple, if  IRS  decides  that  it  is  cost-effective  to  outsource  paper  tax  return  processing, 
it  will  not  need  the  scanning  and  imaging  technologies  that  DPS  is  being  designed 
to  provide. 

In  closing,  Mr.  Chairman,  our  main  point  is  that  until  clearly  defined  business 
requirements  drive  TSM  projects,  there  is  no  assurance  that  TSM  projects  will 
achieve  the  desired  objectives  and  result  in  improved  operations.  IRS  must  clearly 
define  its  business  needs  and  determine  the  most  cost-effective  means  for  meeting 
those  needs  to  ensure  that  it  makes  effective  use  of  funds  provided  for  information 
technology  projects. 

That  concludes  my  statement.  We  welcome  any  questions  that  you  may  have. 

Chairman  Stevens.  Do  you  have  any  comments  to  make  at  this 
point,  Dr.  Stillman. 

Ms.  Stillman.  No,  I  do  not,  Senator. 

Chairman  Stevens.  I  keep  asking  myself  why  we  are  here.  It 
seems  that  there  has  been  a  lack  of  willingness  of  the  IRS  to  really 
accept  outside  advice;  is  that  a  fair  statement? 

Ms.  Stillman.  You  are  correct  there  is  a  history  of  IRS  getting 
but  ignoring  very  good  advice.  They  show  that  they  have  very  good 
taste  in  advisors— they  have  gone  to  the  National  Research  Coun- 
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cil,  we  have  given  them  advice,  they  have  some  very  good  contrac- 
tors— but  they  do  have  a  history  of  not  taking  that  advice. 

Chairman  Stevens.  And  at  one  point  you  say  you  question  IRS' 
abihty  to  make  sound  investment  decisions  in  TSM  until  re- 
engineering  of  important  processes  such  as  tax  return  processing 
are  sufficiently  completed.  Reengineering  could  result  in  new  busi- 
ness requirements  that  are  not  addressed  by  planned  TSM  projects 
or  that  make  those  projects  obsolete.  I  was  taken  by  that.  It  is  al- 
most like  we  are  dealing  with  two  railroad  trains  going  the  same 
direction,  but  they  cannot  get  on  the  same  track.  What  do  we  need 
to  do  to  get  them  on  the  same  track,  Ms.  Willis? 

Ms.  Willis.  Well,  Chairman  Stevens,  I  think  what  we  need  to  do 
is  to  start  thinking  about  reengineering  and  systems  modernization 
in  the  same  sentence  rather  than  viewing  them  as  two  separate  ac- 
tivities. I  think  if  there  is  one  point  I  would  like  to  emphasize  from 
our  statement,  and  it  is  a  point  we  have  made  in  the  past,  tech- 
nology is  a  tool  that  helps  you  achieve  your  business  vision.  It 
should  not  drive  your  business  vision,  and  as  you  look  at  how  your 
processes  are  going  to  operate  in  the  future,  the  opportunities  pro- 
vided by  technology  need  to  be  considered,  but  it  is  just  one  set  of 
options.  And  what  you  need  to  do  is  make  sure  that  the  options  you 
select  are  the  most  cost  effective,  and  in  all  cases  that  may  not  be 
a  single  t3rpe  of  technology  or  a  particular  technology. 

And  at  this  point  IRS  is  in  the  position  of  needing  to  look  at  its 
reengineering  efforts,  deciding  where  those  reengineering  efforts  fit 
into  its  business  vision,  how  it  will  support  the  achievement  of  that 
vision  in  very  practical,  direct  terms,  and  then  look  at  where  tech- 
nology provides  opportunities  for  efficiently  accomplishing  its  mis- 
sion. Technology  should  not  be  moving  on  down  the  track  on  its 
own. 

Chairman  STEVENS.  Well,  if  I  understand  your  statement  right, 
electronic  filing  has  not  been  as  good  in  1995  or  1996  as  it  was  in 
1994,  compliance  is  stagnant,  and  really  the  modernization  pro- 
gram itself  is  on  hold.  Now,  have  you  made  suggestions  as  to  how 
to  deal  with — let  us  just  take  the  question  of  the  filings — I  am 
learning  a  new  word — submissions  now.  Were  the  estimates  for  the 
number  of  people  that  would  use  the  electronic  method  excessive? 
Were  they  unachievable?  What  happened  in  that  field?  Why  is  it 
falling  behind  1994? 

Ms.  Willis.  Well,  part  of  the  reason  why  it  is  behind  1994  was 
the  impact  of  certain  filters  and  controls  that  were  put-  in  place  in 
1995  to  reduce  the  amount  of  filing  fraud  within  the  system.  That 
is  not  bad,  and  I  do  not  mean  to  imply  that  the  fact  that  electronic 
filings  went  down  in  1995  in  any  sense  is  something  that  we  should 
say  is  a  result  of  things  that  were  necessarily  bad.  I  think  more 
important  is  the  longer  term  view  that  if  IRS  continues  on  its  cur- 
rent trend  and  growth  of  the  number  of  electronic  filings,  it  will  fall 
far  short  of  its  goals  and  it  will  still  continue  to  get  many  more 
paper  returns  than  it  originally  anticipated. 

How  we  are  going  to  deal  with  those  paper  returns  not  only  in 
terms  of  processing  them  but  also  in  terms  of  acessing  the  data 
from  them  for  downstream  customer  service  and  compliance  uses 
is  very,  very  important.  IRS  has  never  really  had  a  strategy  that 
clearly  laid  out  how  they  were  going  to  get  to  their  goal  for  elec- 
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tronic  filing.  So  it  is  very  difficult  to  say  whether  their  strategy  was 
designed  to  get  them  there,  whether  their  estimates  were  overly 
optimistic.  They  have  simply  never  had  a  clearly  laid  out  strategy 
to  do  that. 

One  of  the  key  initiatives  that  they  originally  identified  was  to 
require  tax  return  preparers  to  have  the  ability  to  file  electroni- 
cally. That  required  legislative  change.  That  initiative  was  subse- 
quently dropped  because  IRS  did  not  believe  that  the  Congress 
would  enact  such  a  mandate.  So  the  bottom  line  is  that  we  need 
to  increase  the  number  of  returns  that  are  filed  electronically,  and 
we  do  not  have  a  strategy  for  getting  us  where  we  need  to  go. 

Chairman  Stevens.  How  many  of  these  paper  returns  are  the 
1040  type,  the  simple,  the  most  simple  form?  Do  you  know? 

Ms.  Willis.  Well,  the  1040,  there  is  a  whole  family  of  1040  forms 
like  the  1040EZ,  the  1040A. 

Chairman  STEVENS.  I  am  talking  about  the  most  simple  one.  Is 
there  not  one  that  is  just  one  page? 

Ms.  Willis.  The  1040EZ. 

Chairman  Stevens.  Yes. 

Ms.  Willis.  Right.  That  is  the  one  that  you  can  file  over  the  tele- 
phone, the  TeleFile.  And  I  think  IRS  estimates  there  are  about  23 
million  people  who  could  use  that  option. 

Chairman  Stevens.  And  they  file  exclusively  over  the  telephone? 

Ms.  Willis.  No.  In  fact,  only  about  10  percent  of  them  filed  over 
the  telephone  this  year,  but  that  is  the  universe  that  is  eligible  to 
file  over  the  telephone. 

Chairman  Stevens.  Were  there  scanners  developed  to  read  those 
papers  when  they  came  in? 

Ms.  Willis.  Well,  the  processing  system  that  IRS  is  using  called 
SCRIPS  does  scan  some  of  those  paper  submissions,  the  1040EZs. 

Chairman  Stevens.  Has  that  been  cost  effective? 

Ms.  Willis.  The  system  has  not  produced  the  benefits  that  were 
originally  anticipated,  and,  in  fact,  in  the  1995  filing  season,  there 
were  questions  as  to  whether  SCRIPS  was  as  good  as  the  systems 
it  replaced.  This  year  it  is  operating  with  less  down  time.  It  is  oper- 
ating at  a  much  reduced  capacity  but  is  doing  better.  It  will  not, 
as  I  understand  it,  ever  provide  the  benefits  that  were  originally 
envisioned.  It  will  not  process  all  of  the  forms  or  type  of  paper  that 
it  was  originally  envisioned  to  process. 

Chairman  STEVENS.  And  where  does  this  Documents  Processing 
System  fit  into  that? 

Ms.  Willis.  The  Document  Processing  System  was  a  later  gen- 
eration system  that  was  designed  to  scan  more  complex  returns, 
two-side  returns,  the  1040s,  that  type  of  form.  SCRIPS  is  a  more 
simple  form  processor  or  imager. 

Chairman  Stevens.  Would  it  help  the  transition  to  the  TSM  if 
some  of  these  forms  were  eliminated?  If  we  went  to  a  more  simple 
form,  one  form? 

Ms.  Willis.  Oh,  I  do  not  think  there  is  any  question  that  that 
IS  somethmg  we  should  be  looking  at,  and  as  I  understand  it,  one 
of  the  things  IRS  is  looking  at  in  their  new  returns  processing  re- 
engineering  project  is  whether  we  can  reduce  the  number  of  forms 
that  are  filed.  If  they  are  never  filed,  we  do  not  have  to  process 
them.  I  think,  as  we  move  into  tax  reform  across  the  board,  the  one 
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thing  that  we  are  going  to  want  to  look  at  is  how  we  can  make  the 
processing  system  as  easy  as  possible  for  both  the  taxpayer  and 
IRS. 

Chairman  STEVENS.  Turning  now  to  the  customer  service  con- 
cept, there  is  a  20  percent  success  rate  for  calling  IRS. 

Ms.  Willis.  Right.  IRS  answered  20  percent  of  the  calls  this  fil- 
ing season  that  taxpayers  placed. 

Chairman  Stevens.  On  the  other  side  of  the  coin,  what  happens 
when  the  IRS  is  unable  to  get  through  to  a  taxpayer  when  it  wants 
information? 

Ms.  Willis.  When  IRS  attempts  to  call  the  taxpayer? 

Chairman  Stevens.  To  contact  the  taxpayer. 

Ms.  Willis.  Well,  they  will  then  proceed  with  notices  and  de- 
pending upon  the  circumstances 

Chairman  Stevens.  They  automatically  trigger  compliance  mech- 
anisms; right? 

Ms.  Willis.  Yes,  they  move  on  through  the  processing  stream. 

Chairman  STEVENS.  I  think  if  there  is  anything  out  there — that 
one-way  street  concept  is  the  thing  that  really  triggers  most  real 
violent  comments  to  us  as  we  travel  around  our  States.  It  is  just 
inability  to  get  through,  and  yet  if  they  do  not  get  through,  they 
still  find  they  are  getting  volumes  of  information,  filings  and  liens 
and  the  whole  nine  yards. 

Ms.  Willis.  Well,  there  is  no  question  that  we  need  to  improve 
the  taxpayer's  ability  to  access  IRS  over  the  telephone,  and  I  think 
IRS  has  recognized  this.  In  addition  to  new  technology,  though,  we 
have  made  recommendations  that  would  enhance  how  IRS  operates 
within  their  current  system  and  their  existing  technology,  and  I  do 
not  think  we  want  to  lose  sight  of  those  as  well.  There  are  things 
that  IRS  can  do  in  terms  of  the  productivity  of  existing  staff  and 
systems  to  help  taxpayers  get  through. 

Chairman  Stevens.  We  hear  continued  complaints — I  do;  I  as- 
sume everyone  does — about,  particularly  from  women  who  have  re- 
married and  have  changed,  resumed  their  maiden  name  or  remar- 
ried or  taken  back  their  maiden  name,  stayed  single,  that  they  are 
all  screwed  up  in  the  tax  system.  Have  you  two  followed  that 
through?  What  is  the  problem  there  for  women  in  terms  of  transi- 
tion in  terms  of  married  life  and  single,  remarriage? 

Ms.  Willis.  Unless  someone  who  changes  their  name  when  they 
marry,  remarry,  etc.,  also  changes  their  records  with  the  Social  Se- 
curity Administration,  and  typically  this  does  not  happen,  there 
could  be  a  problem.  Unless  the  name  that  you  are  going  to  file 
under  is  the  same  as  the  name  on  Social  Security  Administration 
records,  there  will,  in  essence,  be  a  name  and  Social  Security  num- 
ber mismatch  when  your  return  hits  IRS,  and  that  can  create  prob- 
lems. 

Chairman  Stevens.  Have  you  addressed  the  solutions  to  those 
problems? 

Ms.  Willis.  It  has  been  awhile  since  we  looked  at  that.  One  of 
the  things,  I  believe,  that  we  recommended  earlier  was  making  it 
easier  for  people  to  update  their  records. 

Chairman  STEVENS.  Has  the  simple  device  of  having  a  separate 
number  for  husband  and  wife  ever  been  looked  at — if  you  have  a 
number  when  you  get  married,  you  still  put  your  number  on  the 
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tax  return,  and  if  you  get  divorced  you  still  take  your  number  to 
the  next  tax  return?  The  simple  device  of  having  a  joint  identity 
be  represented  by  two  separate  identifying  numbers? 

Ms.  Willis.  Well,  everybody,  each  individual  taxpayer,  whether 
you  file  singly  or  jointly,  has  their  own  Social  Security  number, 
which  is  their  filing  number.  Currently,  how  IRS  files  your  return, 
however,  is  under  the  primary  taxpayer  which  in  most  cases  in  this 
country  is  the  husband.  One  of  the  things  that  IRS  at  one  time  was 
looking  at  is  capturing  in  their  new  data  systems  both  the  primary 
and  secondary  Social  Security  numbers  (the  secondary  number  in 
this  case  would  be  the  wife's)  and  having  a  way  to  better  track 
name  changes  as  they  process  through  the  system.  It  is  not  a  prob- 
lem that  is  going  to  go  away. 

Chairman  STEVENS.  All  right.  It  seems  we  are  constantly  asked 
each  year  in  the  Appropriations  Committee  for  more  and  more 
money  to  hire  more  and  more  agents,  and  yet  if  your  statistics  are 
right,  the  compliance  concept  has  not  changed,  notwithstanding  the 
fact  that  a  greater  number  of  new  agents  have  been  added  to  IRS. 
Is  that  a  fair  statement? 

Ms.  Willis.  Well,  I  think  you  have  to  look  very  carefully  at 

Chairman  Stevens.  Have  you  looked  at  numbers? 

Ms.  Willis  [continuing].  The  numbers  because  the  number  of 
people  that  IRS  has  in  compliance  has  not  consistently  grown,  and, 
in  fact,  during  the  late  1980's  and  into  the  early  1990's,  as  I  recall, 
it  stayed  pretty  stagnant  or  dropped.  It  was  only  in  1995  when  the 
number  actually  went  up.  But  I  think  it  is  important  to  look  at  the 
issue  of  compliance  and  accounts  receivable,  etc.,  separate  from  just 
a  staffing  issue.  There  are  other  issues  involved  here  which  include 
the  systems,  the  necessary  information,  and  using  the  staff  that  we 
currently  have  on  board  as  best  we  can. 

Chairman  STEVENS.  Let  me  ask  you  one  last  question,  and  then 
yield  to  my  colleague  here.  How  do  we  really  measure  compliance 
now?  Do  we  have  a  static  measure  that  has  gone  through  this 
whole  period  of  10  years  in  terms  of  measuring  compliance  or  is  it 
like  a  lot  of  other  indices,  changed  periodically?  Can  we  really  say 
that  they  are  using  the  right  mechanism  for  measuring  compli- 
ance? 

Ms.  Willis.  Typically  how  we  have  measured  compliance  is  to 
add  together  the  percentage  of  taxes  owed  that  are  paid  by  tax- 
payers voluntarily  through  filing,  etc.,  and  add  to  that  the  percent- 
age of  taxes  owed  that  IRS  collects  through  its  various  enforcement 
programs,  and  that  is  the  87  percent  number  that  you  see  in  our 
testimony,  and  that  is  a  pretty  standard  measure  that  we  have 
used  over  time. 

Chairman  Stevens.  It  does  not  measure  those  who  fail  to  file  en- 
tirely then;  right?  That  they  do  not  really  get  to  the  group  that  is 
not  compljdng  at  all? 

Ms.  Willis.  If  you  have  someone  who  is  not  in  the  system  at  all 
m  terms  of  non-filers,  yes,  they  are  in  there  as  well.  When  IRS  first 
calculates  what  they  expect  to  be  the  amount  of  taxes  owed,  non- 
filers  are  accommodated  in  that  methodology. 

Chairman  Stevens.  Some  of  my  colleagues  suggest  turning  it 
around  and  saying  that  there  is  enough  information  there  for  the 
IRS  already  for  most  taxpayers  to  send  them  a  bill. 
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Ms.  Willis.  Yes. 

Chairman  Stevens.  Is  that  true? 

Ms.  Willis.  Not  in  the  time  that  we  currently  process  returns. 
We  have  looked,  as  has  IRS,  at  what  we  call  return-free  filing 
where,  in  essence,  you  have  people  who  file  only  basic  returns 
where  they  have  only  wages,  interest  and  dividends,  income  that 
is  covered  by  information  reporting  fi-om  other  sources.  There  are 
about  51  million  taxpayers  in  this  country  who  fall  into  that  cat- 
egory and  thus  might  be  eligible  for  return-free  filing.  The  problem 
is  that  IRS  right  now  cannot  do  the  calculations  up-front  because 
they  do  not  process  the  information  returns  quickly  enough  to  meet 
the  April  15  return  filing  deadline.  They  have  to  greatly  accelerate 
that. 

Chairman  Stevens.  We  got  withholding  and  other  information 
from  several  sources,  varied  sources. 

Ms.  Willis.  Right. 

Chairman  STEVENS.  Why  cannot  we  devise  a  program  for  the 
bulk  of  the  taxpayers  where  IRS  sends  those  people  by  March  15 
a  statement  that  says  unless  you  inform  us  to  the  contrary,  this  is 
your  tax  bill  for  this  year? 

Ms.  Willis.  Right  now  it  would  be  a  year  after  the  current  filing 
season  before  we  could  send  that  return  out.  The  information  re- 
turns, the  W-2s,  the  1099s,  etc.,  are  not  processed  by  IRS  until  the 
fall.  For  tax  year  1995,  for  example,  IRS  will  not  process  the  infor- 
mation returns,  the  W-2s,  etc.,  until  late  summer-early  fall  of 
1996.  We  would  have  to  move  that  up  months  and  right  now  IRS 
does  not  have  the  capability  to  do  that,  as  I  understand  it.  But  I 
think  that  is  a  question  we  need  to  be  looking  at  as  we  reengineer 
the  tax  settlement  process.  What  would  it  take  to  accelerate  the 
earlier  processing  of  those  information  returns  so  that  we  could  do 
return-free  filing? 

Chairman  Stevens.  Well,  they  have  quarter  returns  from  em- 
ployers, they  have  the  deductions  before  the  W-2.  I  mean  the  W- 
2  is  just  the  employer's  notification  to  the  employee  what  has  been 
withheld,  right,  for  them  to  file?  Why  cannot  they  go  back  to  the 
basic  data  they  already  have  and  compute  the  statement  of  the 
type  I  am  thinking  about  and,  I  think,  in  one  of  the  bills  that  has 
been  introduced  is  required? 

Ms.  Willis.  I  am  not  sure  that  IRS  has  on  an  ongoing  basis  your 
individual  records  so  that  they  could  just  add  it  up.  They  wait  for 
the  W-2s  to  come  over  from  Social  Security  once  the  tax  year  is 
complete  before  they  can  actually  process  that  information. 

Chairman  Stevens.  OK. 

Ms.  Willis.  Although  one  of  the  questions  I  think  we  should  fol- 
low up  on,  as  I  understand  it,  in  the  State  of  California,  they  are 
doing  some  work  trying  to  track  this  sort  of  thing  for  certain  cat- 
egories of  people.  There  may  be  some  areas  where  we  can  look  at 
outside  of  IRS  in  terms  of  the  States  that  would  allow  us  to  come 
up  with  ways  of  speeding  this  process  up. 

Chairman  Stevens.  From  a  scientific  point  of  view,  would  it  be 
possible  to  use  California  as  a  test  bed  for  some  of  these  concepts? 
Can  we  develop  some  way  to  get  pilot  programs  out  there  and  test 
them  in  the  IRS  concept  and  speed  up  this  adjustment?  Is  that 
your  question.  Dr.  Stillman,  or  yours?  I  do  not  know. 
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Ms.  Willis.  You  could  not  scientifically  project  fi-om  an  experi- 
ence in  California  to  the  rest  of  the  country,  but  that  does  not 
mean  that  you  cannot  pilot  these  sorts  of  things  in  limited  geo- 
graphic areas  and  learn  from  them.  California,  New  York,  and 
other  big  States  have  a  lot  of  taxpayers.  So  what  you  would  expect 
to  find  there,  you  would  expect  to  find  in  other  parts  of  the  country. 

Ms.  Stillman.  I  do  not  think  there  are  any  important  systems 
issues  that  would  preclude  you  from  doing  that.  I  think  these  are 
program  issues.  You  could  do  all  sorts  of  things.  You  could  project 
income  and  send  out  IRS  bills  based  on  that  and  handle  exceptions 
later.  There  are  all  sorts  of  business  alternatives  that  could  be  con- 
sidered. I  do  not  think  that  the  primary  obstacles  here  are  the  sys- 
tems at  all. 

Chairman  Stevens.  I  am  sort  of  compelled  to  ask  this.  This  will 
be  the  last  question.  Why  has  it  taken  10  years  to  get  to  the  point 
of  saying  that  the  thing  is  so  screwed  up  we  have  to  do  it  all  over 
again? 

Ms.  Stillman.  IRS  is  an  organization  that  does  not  handle  its  in- 
formation technology  as  an  investment.  They  do  not  routinely  know 
things  like  what  benefit  is  this  system  providing  toward  accom- 
plishing the  mission  better?  What  are  the  costs?  Is  this  system  per- 
forming as  we  expected  in  real  time?  Are  there  interim  milestones 
which  specify  expected  levels  of  performance,  and  what  should  be 
done  in  a  disciplined,  systematic  way  if  the  system  is  not  meeting 
these  performance  measures?  They  do  not  manage  that  way.  And, 
therefore,  as  a  result  very  late  in  the  process,  after  having  ex- 
pended a  lot  of  money,  they  begin  asking  fundamental  questions. 
For  example,  on  DPS,  after  $270  plus  million  has  been  expended, 
IRS  is  asking  questions  like  did  they  really  need  100  percent  of  the 
data  that  this  system  is  reading?  Those  are  the  kinds  of  questions 
that  ought  to  have  been  asked  and  answered  very  much  earlier. 

Chairman  STEVENS.  Is  it  too  late  now? 

Ms.  Stillman.  It  is  never  too  late  to  stop  the  hemorrhage,  but 
it  is  certainly  time  to  do  things  better  for  the  future.  This  style  of 
management  is  not  going  to  produce  cost  effective,  productive  sys- 
tems. 

Chairman  Stevens.  Senator  Glenn. 

Senator  Glenn.  Thank  you,  Mr.  Chairman.  To  put  some  of  this 
in  a  little  bit  of  perspective,  I  was  going  to  address  this,  and  then 
there  is  an  article  in  the  Washington  Post  this  morning.  It  is  titled 
"IRS  Finds  Most  Unpaid  Taxes  May  Be  Uncollectible."  And  they 
start  off  with  what  we  could  do  with  the  $200  billion,  over  $200  bil- 
lion, that  is  owed,  that  IRS  keeps  on  the  books  as  being  owed.  And 
Mr.  Donelson,  who  will  testify  in  a  httle  while  here  this  morning, 
is  quoted  in  that  article  as  saying,  "Businesses  do  not  continue  to 
carry  debt  on  their  books  when  it  becomes  apparent  after  attempt- 
mg  to  collect  that  it  will  not  be  paid."  Yet  IRS  is  required  to  keep 
those  accounts  on  the  books  not  just  for  the  6  years  previously,  I 
think,  but  10  years,  I  believe,  is  the  figure.  We  expected  that,  too, 
back  a  few  years  ago. 

But  the  $200  billion  is  unfair.  It  really  is.  Because  that  is  in 
bankruptcies,  and  it  is  not  collectable,  and  you  peel  that  down  to 
what  really  is  collectable  and  what  we  should  go  after  and  could 
be  gomg  after  more  than  we  are,  and  I  am  sure  he  will  testify  to 
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this,  is  what  is  estimated  to  be  $36.6  bilUon,  and  how  we  would 
love  to  have  $36.6  billion.  And  that  is  owed  and  is  collectable.  Now, 
the  Chairman  left  for  a  moment  here,  but  I  was  going  to  respond 
to  his  comments  of  a  moment  ago  here  in  that  we  had  a  compliance 
initiative  developed  to  deal  with  this  particular  problem.  We  put 
some  money  into  it,  and  then  last  year — Mr.  Chairman,  I  was  just 
saying  in  your  comments  of  a  moment  ago,  I  was  talking  about  this 
$36  billion  actually  collectable  out  of  the  $200  that  is  actually 
owed.  The  compliance  initiative  was  developed  and  I  thought  it  was 
working  well.  We  collected  over  $800  million  in  revenue  according 
to  this  report  we  got  in  mid-April  of  this  year.  We  collected  over 
$800  million  directly  attributable  to  that  compliance  initiative. 
Now,  all  the  start-up  costs  and  ever3dhing,  what  our  commitment 
was,  was  $331.  million.  We  actually  collected  $800.  That  would 
have  been  more  efficient,  as  I  understand  it,  even  in  the  future 
once  we  got  the  thing  in  place  and  rolling,  and  this  was  the  first 
year  of  that  initiative. 

Then  last  year  we  cut  $400  million  out.  It  was  cut  out  over  in 
the  House,  a  successful  program,  and  everybody  gets  mad  at  IRS 
and  says,  by  God,  we  will  show  them,  we  will  cut  their  budget  in 
the  compliance  initiative  area  that  was  working.  And  I  fought  to 
get  that  back  in  over  here  in  the  Senate.  We  could  not  do  it.  We 
lost  it  on  a  vote.  And  so  I  thought  it  was  very,  very  shortsighted, 
and  I  still  do.  We  have  that  money  out  there,  and  that  money,  that 
$36  billion  out  there,  too,  I  think,  is  a  danger  in  another  way.  The 
more  this  becomes  known  that  you  can  sort  of  thumb  your  nose  at 
IRS  and  tell  them,  well,  I  do  not  think  I  will  pay  for  awhile  because 
nobody  is  coming  after  me  an3rway,  you  are  going  to  have  more  and 
more  people  take  that  tact  instead  of  just  the  ones  that  owe  $36 
billion,  and  so  you  are  dealing  with  something  that  is  an  expanding 
problem  here  if  we  do  not  deal  with  it. 

I  am  a  fan,  still  a  fan,  of  the  compliance  initiative,  thought  it  was 
working.  And  even  just  being  introduced  it  got  us  back  2  to  1.  And 
the  old  rule  of  thumb  we  used  to  go  by  was  that  each  IRS  agent 
gets  back  about  five  times  his  or  her  keep.  I  do  not  know  whether 
that  is  still  valid  or  not  now.  But  it  sort  of  was  the  conventional 
wisdom  around  here  for  a  number  of  years  anj^way. 

But  even  this,  the  figures  on  this,  show  we  are  getting  back 
about  2y2  to  1.  I  think  that  is  a  pretty  good  return  on  a  compliance 
initiative  myself,  just  starting  out,  and  we  cut  it  last  year.  So  I  do 
not  know  whether  we  can  resurrect  some  of  that  again  now  and  get 
it  back  on  that  again  or  not.  Let  me  ask 

Chairman  STEVENS.  Wait  a  minute.  I  do  not  believe  that  is  true. 

Senator  Glenn.  That  is  what  their  report  says,  Ted. 

Chairman  Stevens.  I  understand  that  that  is  in  the  report,  but 
on  the  other  hand,  I  think  the  problem  really  is  whether  or  not 
they  are  giving  us  figures  about  collections  which  are  what  we 
want  to  hear.  Have  collections  really  been  reduced  because  of  re- 
duction in  money  that  the  Senator  is  talking  about? 

Senator  Glenn.  Well,  I  have  not  read  everything  in  this  report. 
I  should  have  before  I  brought  it  up  here,  I  guess  I  probably  should 
have  read  through  it  so  I  could  answer  any  question  on  it.  I  did 
not.  Maybe  we  can  ask  Mr.  Donelson  some  questions. 

Chairman  Stevens.  Yes,  we  will  get  to  that. 
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Senator  Glenn.  I  expect  he  will  be  testifying  a  little  later. 

Chairman  STEVENS.  I  just  went  through  one  where  we  had  one 
person  assessed  by  the  computers,  and  based  upon  an  analysis  of 
income  that  was  attributable  to  that  person,  by  the  time  it  was 
really  looked  at  it,  it  was  about  less  than  1/lOth  was  really  actually 
owed,  and  it  was  settled  for  half  of  that.  Now  I  do  not  know  about 
the  compliance  concepts  when  you  are  dealing  with  these  figures 
that  are  skewed  to  start  with,  and  this  uncollectible  may  be  that 
they  are  taxes  that  were  not  owed  in  the  beginning. 

Senator  Glenn.  Mr.  Donelson,  be  on  warning.  You  are  going  to 
be  asked  that  question  in  a  few  minutes.  You  are  the  one  that  can 
answer  this  because  he  is  the  Acting  Chief  Compliance  Officer  for 
the  IRS.  So  this  falls  right  in  his  ballpark.  I  am  sure  he  can  answer 
that  question. 

Let  me  ask  a  different  question  on  a  different  line.  Has  the  GAO 
ever  examined  IRS  productivity,  using  a  quantitative  measure?  In 
other  words,  should  we  not  be  identifying  a  reasonable  measure  of 
productivity  and  track  that  year  by  year  so  we  have  a  little  better 
measure?  We  always  come  up  with  compliance  initiative  or  TSM 
getting  in  or  is  it  not  getting  in,  and  we  spotlight  different  things 
and  they  are  all  problems.  Do  we  have  any  overall  measure  that 
we  use  of  productivity  and  have  any  way  of  measuring  that  or  is 
that  too  big  to  get  your  arms  around? 

Ms.  Willis.  Senator  Glenn,  we  do  not  have  a  consistent  set  of 
measures  that  I  am  aware  of  that  we  have  used  to  track  or  that 
IRS  has  used  to  track  their  productivity  over  the  years  in  various 
programs.  I  think  as  this  Committee  is  well  aware,  the  Govern- 
ment Performance  and  Results  Act  requires  those  sorts  of  meas- 
ures to  be  able  to  do  performance-based  budgeting,  etc.  We  have 
felt  for  some  time  that  IRS  needs  an  agreed-to  set  of  performance 
indicators  that  can  be  used  to  measure  how  well  they  are  doing. 
We  also  need  an  agreed-to  methodology  for  calculating  those  indica 
tors  so  that  we  make  sure  that  when  we  use  an  indicator,  every- 
body is  using  it  in  the  same  way  and  is  calculating  it  in  the  same 
way,  and  that  we  use  the  same  indicators  over  time. 

I  will  go  back  to  the  5  to  1  ratio  that  you  referred  to.  I  have  no 
idea  where  5  to  1  came  from  or  what  methodology  was  used  or  how 
hard 

Senator  Glenn.  It  must  be  true.  We  have  used  it  enough. 

Ms.  Willis.  Must  be.  [Laughter.] 

How  hard  and  rigorous  the  analysis  behind  that  number  is. 
Whether  that  is  a  general  number  that  applies  to  all  programs  but 
does  not  apply  to  any  specific  program  that  we  are  talking  about. 
Whether  you  could  achieve  the  same  return  without  any  additional 
investment  by  improving  how  you  are  using  your  existing  re- 
sources. So  I  think  GAO  would  agree  with  you  that  we  need  a  set 
of  agreed-to  indicators  for  measuring  IRS'  performance  and 
progress  and  an  agreed-to  methodology  for  calculating  those  indica- 
tors. 

Senator  Glenn.  I  think  that  would  be  a  fairly  easy  one.  I  do  not 
know  where  the  5  to  1  came  from  either,  but  it  has  been  used  in 
enough  hearings  around  here,  and  I  have  quoted  it  enough  times 
that  I  have  just  assumed  it  was  true  because  I  sai9  it  so  many 
times,  I  guess.  It  was  used  in  hearings  here  originally.  I  know  that. 
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There  have  been  a  number  of  looks  taken  at  this  problem  we  are 
dealing  with  here.  GAO  has  been  our  main  investigator  in  this 
area,  and  the  National  Research  Council  has  also  looked  at  this, 
and  the  IRS'  own  internal  inspection  service,  which  is  basically 
their  IG  as  other  departments  have.  They  just  call  it  the  IRS  In- 
spection Service  over  there.  And  they  have  been,  all  three  different 
groups,  have  looked  at  the  same  problem,  and  has  there  been  major 
agreement  on  the  problem  and  major  agreement  on  what  should  be 
done  to  correct  it  by  all  three  groups  or  have  there  been  differences 
in  the  way  people  looked  at  this? 

Ms.  Willis.  I  think,  and  I  will  turn  to  Dr.  Stillman  in  a  minute, 
that  the  reports  that  I  have  seen.  Senator,  basically  agree  that  the 
systems  are  not  being  delivered  in  a  timely  fashion,  that  we  do  not 
know  what  their  costs  are,  and  that  they  are  not  achieving  the  ben- 
efits that  we  originally  envisioned,  and  that  there  is 

Senator  Glenn.  Yes,  but  go  beyond  that.  Do  all  three  different 
groups  agree  on  what  should  be  done,  what  has  to  be  done  is  1, 
2,  3,  4,  or  5  steps  to  correct  the  situation  we  are  in? 

Ms.  Stillman.  The  NRC  and  the  GAO  have  broad  areas  of  agree- 
ment on  what  has  to  be  done.  For  example,  the  architecture  for 
TSM  has  to  be  completed  including  a  data  architecture  and  a  secu- 
rity architecture.  IRS'  capability  to  build  and  manage  systems  has 
to  be  improved.  There  are  all  sorts  of  areas  of  major  agreement  and 
relatively  standard  steps  that  have  to  be  taken  to  install  dis- 
ciplined processes  so  that  IRS  can  operate  more  effectively. 

Senator  Glenn.  Have  we  gotten  in  your  analysis  of  this  to  specif- 
ics though?  I  know  we  sometimes  have  some  of  these  words  that 
cover  many  acres  here  like  we  are  going  to  develop  an  architecture. 
Well,  that  is  fine,  and  that  is  a  common  word  for  do  some  manage- 
ment things  on  how  we  are  going  to  do  management.  Do  you  get 
down  into  specifics  of  what  that  architecture  should  be  specifically? 

Ms.  Stillman.  In  our  July  1995  report,  we  made  13  specific  rec- 
ommendations and  described  those  in  detail  in  this  report.  There 
was  no  misunderstanding.  We  briefed  IRS  and  Treasury. 

Senator  Glenn.  OK.  Now  what  came  out  of  those  specific  rec- 
ommendations, and  have  they  moved  on  implementing  those? 

Ms.  Stillman.  IRS  has  taken  a  number  of  actions  that  were 
aimed  at  making  improvements,  but  none  of  those  actions  either 
individually  or  in  the  aggregate  satisfy  any  of  those  recommenda- 
tions. IRS  and  Treasury  are  planning  even  as  we  speak  to  submit 
a  report  detailing  their  progress  on  addressing  those  recommenda- 
tions, and  we  will  review  that  report  within  30  days  of  its  submis- 
sion for  the  Appropriations  Committees. 

Senator  Glenn.  OK.  A  real  tough  bottom  line,  bottom  on  the  bal- 
ance sheet  here  that  has  to  be  looked  at,  and  our  Chairman  here 
will  in  all  likelihood  be  the  Chairman  of  the  Appropriations  Com- 
mittee next  year — I  think  that  is  almost  foreordained  anyway  as  I 
see  it,  unless  we  change  management  in  the  Senate  again  this 
time,  of  course — but  if  he  is  Appropriations  Chairman,  here  is  what 
he  has  to  look  at  over  there.  We  have  spent  some  $3  to  $4  billion 
so  far.  It  is  estimated  it  is  going  to  take  a  total  of  about  $8  to  $10 
billion.  So  we  are  just  about  halfway  through  on  this  thing.  Now, 
I  know  that  you  cannot  just  say,  well,  have  we  gotten  $4  billion 
value  because  you  may  have  to  put  an  awful  lot  of  things  in  place 
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to  begin  with  before  you  get  any  output  back  that  gives  you  the 
benefit  of  what  you  have  already  spent,  and  you  reach  a  balance 
here  somewhere  where  then  you  start  making  money  on  the  final 
implementation  of  this  thing  out  to  $10  billion. 

Looking  at  it  on  that  basis  now,  we  spent  $3  to  $4  billion.  Do  you 
think  that  with  the  $8  to  $10  billion  that  was  the  total  so  we  are 
going  to  require  about  another  $5  to  $7  billion,  I  guess,  to  imple- 
ment this  under  the  current  estimates,  is  that  correct,  would  be 
about  that? 
^   Ms.  Stillman.  Those  current  estimates  are  as  good  as  any. 

Senator  Glenn.  It  would  be  something  like  that  to  implement 
the  whole  thing  over  the  next  what — 5  years,  4  years?  Well,  give 
or  take.  We  will  ask  the  IRS  people  that  a  little  bit  later,  what 
their  estimates  are  on  that.  Do  you  think — would  you  recommend 
that  we  go  ahead  with  this  right  now? 

Ms.  Stillman.  There  is  currently  no  analytical  detail  and  no 
valid  convincing  data  to  say  what  IRS  has  spent  or  will  spend, 
what  mission  related  benefits  they  will  derive  from  that,  what 
schedule  they  will  derive  those  benefits  on  if  it  is,  in  fact,  true  that 
some  of  these  investments  are  made  for  the  delivery  of  later  bene- 
fits. There  is  no  schedule  to  show  what  the  expenditure  rate  is  and 
"when  these  benefits  will  accrue.  There  are  no  performance  meas- 
ures to  measure  whether  those  have  occurred,  and  so  we  are  in  no 
position  to  tell  you  that  that  money  will  be  well  invested.  Based  on 
the  past,  there  is  no  track  record  to  assume  that. 

Senator  Glenn.  Well,  that  is  the  bottom  line  we  have  to  deal 
with  here,  and  that  is  something  we  cannot  put  off.  We  have  to  de- 
cide to  go  or  no  go  on  it,  and  my  attitude  has  always  been  we  go 
with  it  because  I  think  the  potential — I  do  not  know  where  we  go 
if  we  do  not  go  this  direction,  I  guess,  is  my  problem  with  it.  We 
hire  another  10,000  people  to  sit  and  shuffle  papers  as  opposed  to 
doing  or  getting  into  the  automation  and  all  the  things  that  the 
TSM  system  is  supposed  to  bring  along  with  it. 

And  I  do  not  think  there  is  an  option  but  to  make  this  work  or 
some  derivative  of  this  whole  system  we  worked  on  all  these  years 
and  spent  this  much  money  on  that  we  got  to  make  this  thing 
work,  and  we  are  looking  for  steps  to  go  that  direction  and  what 
is  necessary,  and  that  is  what  we  are  dealing  with  also. 

Ms.  Willis.  Senator,  if  I  can  add  something  here.  We  would 
agree  with  you  that  there  is  no  no-action  alternative,  that  IRS'  sys- 
tems have  to  be  modernized  and  the  quality  of  service  that  we  pro- 
vide to  the  American  taxpayer  through  our  tax  system  has  to  be 
improved.  There  is  no  question  about  that.  I  think  the  questions 
that  need  to  be  answered  are  whether  what  we  are  doing  and  what 
we  are  spending  money  on  today  and  what  we  have  spent  on  in  the 
past  and  anticipate  spending  on  into  the  future  will  deliver  im- 
proved service.  And  I  think  what  Dr.  Stillman  is  saying  is  we  are 
not  confident  under  the  current  regime  in  terms  of  the  structure 
of  the  program,  what  is  planned,  how  it  is  laid  out,  that  the  Con- 
gress can  feel  comfortable  that  better  service  will  be  delivered  after 
we  have  spent  any  more  money. 

Senator  Glenn.  Let  me  ask  a  question.  And  this  was,  I  think, 
published  one  time  or  I  don't  remember  exactly  where  it  came 
from — I  think  it  was  published — and  then  I  think  we  asked  this  at 
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a  hearing  back  some  time  ago,  and  I  am  not  quite  sure,  but  I  would 
ask  you  this  as  a  new  question  an)^way  on  your  latest  look  at  TSM. 
There  was  one  charge  that  since  TSM  funding  was  pretty  constant 
for  several  years,  that  there  has  been  a  tendency  at  IRS  to  take 
some  things  and  hook  them  on  to  that  because  they  knew  that 
would  be  budgeted,  things  that  maybe  should  not  have  been  in- 
TSM  to  begin  with.  Is  that  a  fair  criticism  or  is  that  something  you 
have  not  run  into  at  all? 

Ms.  Willis.  I  think  that  criticism,  whether  the  intent  in  terms 
of  funding  is  there,  is  not  something  we  can  respond  to.  But  what 
we  can  say  is  the  definition  of  what  is  considered  TSM  and  what 
is  not  considered  TSM  has  changed  over  time,  and  it  is  very  dif- 
ficult to  even  get  an  inventory  of  systems  that  were  TSM,  that 
were  not  TSM,  the  criteria  that  was  used  to  move  them  fi*om  one 
category  or  the  other,  or  what  will  happen  to  some  of  the  systems 
that  IRS  is  reviewing  currently.  If  they  are  not  ultimately  consid- 
ered part  of  TSM,  will  they  be  funded  elsewhere,  etc. 

Senator  Glenn.  Are  we  getting  tangible  benefits  now  out  of  this 
$3  to  $4  billion  that  has  already  been  spent?  Have  there  been  some 
advantages  that  have  come  out  of  that  right  now? 

Ms.  Willis.  Yes,  there  has  been  some  progress  made.  There  have 
been  some  improvements. 

Senator  Glenn.  OK.  But  the  full  benefit  comes  as  we  get  the 
whole  system  in,  I  would  guess? 

Ms.  Willis.  Well,  I  think  that  is  an  issue,  but  I  also  think  there 
is  an  issue  of  whether  the  improvements  that  we  have  achieved  are 
worth  the  money  we  have  spent. 

Senator  Glenn.  Yes.  Well,  I  would  not  expect  it  necessarily  to  be 
worth  dollar  for  dollar  right  now  because  you  are  building  a  whole 
system  that  is  very  expensive,  and  this  is  just  a  chunk  of  it  so  far. 

Ms.  Stillman.  I  think  a  fair  rephrasing  of  that  question  could  be 
"will  the  system,  however  it  is  that  they  define  total  TSM,  be  worth" 
the  cost  invested?"  Will  it  provide  benefits  in  excess  of  the  cost  in- 
vested? There  is  no  clear  convincing  analysis  that  shows  that. 

Senator  Glenn.  Well,  OK,  that  surprises  me  a  little  because  that 
is  a  pretty  harsh  criticism  of  it,  I  would  think,  because  what  we 
are  talking  about  is  $8  or  $10  billion.  If  this  does  not  result  in 
many,  many,  many  more  billions  of  dollars  coming  into  the  Treas- 
ury more  efficiently  gathered  and  cuts  down  on  the  deadbeats  that 
are  just  ignoring  the  government  now  and  gets  some  of  this  $36  bil- 
lion in,  $10  billion  is  a  pretty  darn  good  expenditure,  and  the  sav- 
ings and  the  increased  tax  efficiencies  and  the  collection  into  the 
future,  you  get  benefit  every  year  out  of  that  once  this  thing  is  es- 
tablished, I  would  think.  So  I  would  think — I  am  not  in  your  posi- 
tion— but  I  would  think  just  intuitively  if  this  system  is  in,  if  it 
does  not  save  a  heck  of  a  lot  more  than  $1  or  $2  billion  a  year, 
which  is  what  we  have  been  talking  about  here,  if  it  does  not  save 
many,  many  times  over  that,  we  ought  to  jump  the  whole  works 
and  forget  it  right  now.  I  had  anticipated  you  are  going  to  save  or 
be  better  off  by  tens  of  billions  of  dollars  for  the  $1  or  $2  billion 
that  you  expend  per  year  right  now,  I  would  think.  Do  you  disagree 
with  that?  If  so,  why? 
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Ms.  Stillman.  I  have  absolutely  no  basis  or  data  upon  which  to 
conclude  whether  or  not  the  additional  investment  will  be  any- 
where near  worth  it. 

Senator  Glenn.  Well,  I  do  not  care  about — give  me  your  horse- 
back estimate.  You  have  looked  at  this.  Do  not  worry  about  the 
data.  Do  you  not  think  that  we  have  to  go  this  route?  Ms.  Willis 
just  said  that  we  have  to  have  a  modern  tax  system.  How  are  we 
going  to  get  it  if  we  do  not  go  this  route? 

Ms.  Stillman.  You  are  looking  at  a  person  that  does  not  form 
opinions  based  on  intuition  at  all.  Sorry,  Senator. 

Senator  Glenn.  We  do  it  around  here  all  the  time.  [Laughter.] 

All  right.  Thank  you,  Mr.  Chairman. 

Chairman  Stevens.  Thank  you.  I  continue  to  be  skeptical  about 
the  concept  that  when  we  ask  for  more  and  more  money  to  hire 
more  and  more  agents  we  get  back  the  report  that  we  collect  more 
and  more  money.  And  I  have  no  way  of  analyzing  that  really  over 
in  Appropriations  to  see  whether  that  money  came  in  because  of 
the  compliance  mechanisms  that  we  financed  or  because  of  changes 
in  the  economy,  because  of  more  voluntary  payment,  because  of 
whatever.  Have  we  ever  had  any  real  way  to  measure  that?  That 
is  not  part  of  your  investigation,  I  do  not  think.  But  you  did  make 
some  comments  about  the  IRS  collection  function  in  your  full  state- 
ment, and  I  take  it  you  have  really  been  critical  of  the  use  of  indi- 
viduals to  try  to  collect  money  from  individual  taxpayers  as  op- 
posed to  other  methods. 

Ms.  Willis.  Yes,  Mr.  Chairman.  We  believe  that  the  mix  of  col- 
lection staff  that  IRS  uses  is  not  the  proper  mix,  and  that  there 
should  be  more  focus  on  earlier  use  of  the  telephone,  use  of  the 
telephone  instead  of  field  visits  to  attempt  to  collect  this  money. 
IRS  has  started  shifting  some  of  those  resources.  They  are  now 
putting  more  people  into  the  Automated  Collection  System  (ACS) 
where  they  contact  taxpayers  by  telephone,  but  we  still  think  that 
their  collection  staffing  is  tilted  too  heavily  towards  revenue  offi- 
cers or  field  agents  and  that  you  would  collect  more  money  per 
staff  year  if  more  of  those  people  were  in  ACS.  And  that  is  some- 
thing that  we  think  they  need  to  look  at — the  mix  of  collection  staff 
that  they  have. 

Chairman  Stevens.  Dr.  Stillman,  you  made  a  comment  about 
being  able  to  analyze  the  extent  of  really  success  in  terms  of  what 
has  gone  on  so  far.  Have  you  looked  at  the  compliance  portion  of 
the  statistics  that  are  available  to  determine  what  impact  the  in- 
vestment to  date  on  TSM  has  had  to  do  with  compliance? 

Ms.  Stillman.  No,  we  have  not,  sir. 

Chairman  Stevens.  What  is  the  next  step  as  far  as  you  are  con- 
cerned? What  do  we  do? 

Ms.  Stillman.  Our  next  step  is  to  review  IRS'  response  to  the 
Appropriations  Committee's  report  on  what  progress  they  have 
made  and  to  work  with  them  and  work  analyzing  that  to  come  up 
with  good  next  steps. 

Chairman  Stevens.  We  do  not  have  redundant  processes  here  in 
the  Congress  either.  When  will  you  have  that  available? 

Ms.  Stillman.  Our  analysis  is  due  to  the  Appropriations  Com- 
mittees 30  days  after  the  report  is  submitted.  I  expect  that  will  be 
30  days  from  now. 
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Ms.  Willis.  Programmatically,  Mr.  Chairman,  our  next  steps  are 
to  continue  to  looking  at  the  individual  IRS  systems  that  support 
submission  processing,  customer  service  and  compliance,  to  see 
whether  they  are  providing  the  benefits  that  IRS  anticipated, 
whether  they  are  meeting  the  users'  needs,  and  whether  they  are 
helping  us  move  closer  to  our  ultimate  vision,  as  well  as  attempting 
to  get  a  better  handle  on  the  monies  that  have  been  spent  to  date 
and  what  they  have  been  spent  on  and  whether  that  investment  is 
going  to  pay  off  or  not  pay  off  in  the  future. 

Chairman  Stevens.  Senator  Roth  has  another  Committee  meet- 
ing, and  he  asked  me  to  make  this  statement  for  him,  and  then  I 
want  to  give  to  you  the  four  questions  that  he  has  asked.  He  said 
one  of  his  longstanding  concerns  relates  to  serious  complaints  by 
taxpayers  that  the  tax  laws  can  and  are  being  enforced  unfavorably 
by  the  Internal  Revenue  Service.  With  the  broad  authority  con- 
ferred on  this  agency,  the  Internal  Revenue  Service  has  the  poten- 
tial to  abuse  its  power  at  the  expense  of  law-abiding  and  well- 
meaning  taxpayers.  Taxpayer  abuse  must  not  be  tolerated  in  the 
current  system  or  in  the  future  modernized  system. 

Senator  Roth  has  requested  the  General  Accounting  Office  to  re- 
view potential  taxpayer  abuse  by  the  Internal  Revenue  Service. ^ 
He  has  four  questions  for  the  panel.  In  your  responses,  please  state 
how  these  issues  will  be  addressed  in  the  future.  And  he  has  these 
four  questions  that  I  will  submit  to  you  and  ask  that  you  respond. 

He  asks  a  follow-up  question  also,  and  includes  an  article  in  the 
Wall  Street  Journal  of  April  15  written  by  Shelley  Davis.  I  would 
appreciate  it  if  you  would  respond  to  these.  I  take  it  they  were  in- 
tended to  be  addressed  to  the  General  Accounting  Office,  the  people 
who  appeared  in  this  panel.  Thank  you  very  much. 

[The  prepared  statement  of  Senator  Roth  and  the  Wall  Street 
Journal  article  by  Shelley  Davis  follow:] 

PREPARED  STATEMENT  OF  SENATOR  ROTH 

Mr.  Chairman,  one  of  my  longstanding  concerns  relates  to  serious  complaints  by 
taxpayers  that  the  tax  laws  can  and  are  being  enforced  unfairly  by  the  Internal  Rev- 
enue Service.  With  the  broad  authority  conferred  on  this  agency,  the  Internal  Reve- 
nue Service  has  the  potential  to  abuse  its  power  at  the  expense  of  law-abiding  and 
well-meaning  taxpayers.  Taxpayer  abuse  must  not  be  tolerated  in  the  current  sys- 
tem or  in  future  modernized  systems. 

I  have  requested  the  General  Accounting  Office  to  review  potential  taxpayer  abuse 
by  the  Internal  Revenue  Service.  I  have  four  questions  for  the  panel.  In  your  re- 
sponse, please  also  state  how  these  issues  will  be  addressed  in  the  future. 

1.  Does  the  IRS  have  adequate  controls  and  procedures  to  prevent,  identify,  ap- 
propriately address  instances  of  taxpayer  abuse  by  IRS  employees? 

2.  What  is  the  role  of  the  Treasury  Inspector  General  in  investigating  allegations 
of  taxpayer  abuse  by  IRS  employees? 

3.  What  information  is  available  on  the  number  and  outcome  of  abuse  allegations 
received  and  investigated  by  the  IRS,  the  Treasury  Inspector  General,  and  the 
Department  of  Justice? 

4.  On  April  15,  1996,  the  Wall  Street  Journal  printed  an  article  by  Shelley  Davis 
entitled  "The  IRS  is  Out  of  Control".  The  article  alleges  that  the  IRS  lacks  ac- 
countability, is  arrogant  and  abuses  its  vast  powers.  Ms.  Davis  further  alleges 
that  the  IRS  fails  to  save  records  of  its  decisions,  policies  and  procedures  as 
required  by  law.  These  allegations,  if  true,  are  deeply  troubling.  Please  com- 


*GAO  letter  dated  September  17,  1996,  sent  to  Senator  Stevens  with  an  enclosure  of  a  GAO 
report  entitled  'Tax  Administration:  IRS  Is  Improving  Its  Controls  for  Ensuring  That  Taxpayers 
Are  Treated  Properly"  (GAO/GGD-96-176)  sent  to  Senator  Roth  appears  on  page  377. 
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ment  on  Ms.  Davis'  allegations  and  what  the  IRS  is  doing  to  correct  the  situa- 
tion? (Article  is  attached.) 

Follow  up  question — Please  comment  on  Ms.  Davis'  allegation  that  the  IRS  "rou- 
tinely denies  access  to  information  about  its  operations  under  the  guise  of  'protect- 
ing' taxpayer  information"  and  what  the  IRS  is  doing  to  correct  the  situation? 

REPRINT  FROM  THE  WALL  STREET  JOURNAL,  MONDAY,  APRIL  15,  1996  (PAGE  A16) 

The  IRS  Is  Out  Of  Control 
by  Shelley  L.  Davis 

April  15  is  a  red  letter  day  for  reasons  beyond  its  instant  recognition  as  tax  day. 
A  scarlet  letter  "A"  of  Hester  Prynne  fame  should  be  affixed  to  the  Internal  Revenue 
Service  itself  The  IRS'  scarlet  letter  stands  for  Accountability  (a  lack  of),  Arrogance 
(deeply  ingrained)  and  Abuse  (of  the  vast  powers  they  have  been  given).  The  IRS 
scores  three  scarlet  letters.  Hester  only  had  one. 

The  National  Commission  on  Economic  Growth  and  Tax  Reform  chaired  by  Jack 
Kemp,  called  for  replacement  of  our  current  tax  system  with  some  form  of  a  flat 
tax.  The  Kemp  commission  cited  three  primary  defects  of  our  current  tax  system: 
It  is  economically  destructive,  impossibly  complex,  and  overly  intrusive.  All  good 
points,  but  the  report  fell  short.  By  focusing  on  the  need  to  change  tax  policy  it 
missed  an  obvious  point.  The  latter  two  defects  can  be  directly  attributed  to  the  IRS' 
administration  of  tax  policy.  The  Kemp  report  failed  to  address  what  to  do  about 
the  IRS. 

For  over  7  years  I  worked  inside  the  headquarters  of  the  IRS  in  Washington,  DC. 
While  there,  I  observed  how  decisions  are  made,  or  not  made,  by  top-ranking  IRS 
executives.  I  saw  how  the  agency  operates  in  an  autocratic,  fear-driven  environment, 
with  shocking  disregard  for  the  well-being  of  those  it  so  much  likes  to  call  its  "cus- 
tomers," in  other  words  you,  the  taxpayer. 

I  resigned  at  the  end  of  1995  after  I  found  myself  becoming  one  of  those  whistle- 
blowers  you  only  read  about  in  newspapers.  It  was  not  a  happy  day  for  the  IRS, 
for  I  had  revealed  that  they  had  turned  on  me  after  I  complained  about  their  failure 
to  save  records  of  their  decisions,  policies,  and  procedures,  as  required  by  the  Fed- 
eral Records  Act. 

Record-keeping  may  not  sound  like  a  very  exciting  or  sexy  topic,  but  the  lack  of 
it  points  to  the  heart  of  the  first  IRS  scarlet  letter.  Without  records,  there  is  no  ac- 
countability. It  is  records — the  missing  ones,  that  is — that  are  at  the  heart  of  the 
Whitewater  debacle.  It  is  records — as  in  phone  records — that  prompted  Rep.  Frank 
Wolf  (R.,  Va.)  to  begin  to  connect  the  dots  between  the  IRS  and  the  White  House 
on  Travelgate.  Records  are  essential  to  holding  public  officials  accountable  for  their 
actions. 

The  IRS  figured  out  a  long  time  ago  the  damage  that  records  can  do  to  an  organi- 
zation. So  it  began  throwing  them  away,  shredding  them,  disregarding  them. 
Phooey  to  the  Federal  Records  Act.  Phooey  to  the  Freedom  of  Information  Act. 
Phooey  to  the  taxpayers.  Without  records  we  are  left  to  take  the  word  of  the  IRS 
for  its  actions.  Would  they  accept  your  word  as  a  taxpayer  that  you  really  did  this 
or  that  if  you  didn't  have  records?  Of  course  not.  The  IRS  is  untouchable  because 
of  its  power. 

Besides  lack  of  accountability,  the  IRS  is  also  arrogant.  Ignoring  laws  that  apply 
to  all  federal  agencies  is  a  stark  demonstration  of  this  arrogance.  I  actually  had  IRS 
employees  tell  me  point  blank  that  they  felt  the  Freedom  of  Information  Act  should 
not  apply  to  the  IRS.  Just  because.  On  one  of  my  final  days,  while  transporting  im- 
portant records  from  my  office  to  another  for  safekeeping,  an  employee  told  me  that 
the  records  we  were  carrying  could  just  disappear  as  soon  as  I  left.  Then,  the  IRS 
wouldn't  have  to  deal  with  sorting  through  them.  They  would  be  gone  and  who  was 
to  know.  I  guess  he  didn't  realize  how  foolish  it  was  to  say  such  things  to  me.  He 
obviously  wasn't  used  to  IRS  employees  who  cared  about  something  other  than  pro- 
tecting the  IRS. 

When  I  reminded  this  person  that  this  was  the  Federal  Government,  that  the  IRS 
was  part  of  a  democratic  society,  that  we  had  responsibilities  to  the  American  peo- 
ple, he  sneered  at  what  he  apparently  thought  was  my  self-righteousness.  If  obeying 
the  law  makes  me  self-righteous  in  the  eyes  of  the  IRS,  then  I  am.  Proud  of  it,  too. 
Too  many  IRS  employees  have  forgotten  that  they  are  responsible  to  more  than 
their  immediate  supervisors;  they  are  responsible  to  the  American  people,  They  are 
blinded  by  a  deeply  ingrained  cultural  arrogance. 

The  lack  of  accountability  which  allowed  this  pervasive  arrogance  to  grow  and 
flourish  in  the  IRS  ultimately  results  in  abuse  of  power.  By  hiding  behind  the  law 
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protecting  the  confidentiality  of  information  on  your  1040  form,  the  IRS  beUeves  it 
is  immune  from  telUng  virtually  anyone  anything  about  what  it  does,  how  it  does 
it,  and  most  importantly,  why  it  does  the  things  it  does. 

The  IRS  routinely  denies  access  to  information  about  its  operations  under  the 
guise  of  "protecting"  taxpayer  information.  When  I  left,  the  official  IRS  response  to 
my  revelations  about  lack  of  record-keeping  was  that  the  issue  was  merely  a  dis- 
agreement over  the  statute  protecting  taixpayer  information.  But  that  was  simply 
not  true.  I  believe  that  protecting  our  tax  information  is,  without  question,  an  im- 

Eortant  job  for  the  IRS,  and  they  are  actually  pretty  good  at  this.  But  thev  are  even 
etter  at  abusing  the  intent  of  the  law  that  requires  them  to  afford  you  this  protec- 
tion. They  use  it  to  deny  access  to  information  about  basic  operations  of  the  tax  col- 
lector, lumping  it  all  together  as  "taxpayer  information." 

It's  amusing  to  listen  to  recent  IRS  pronouncements  about  "reinventing  itself" 
The  agency  is  reorganizing  field  offices,  "re-engineering  work  processes"  (whatever 
that  means),  and  "rescoping"  the  huge  modernization  program.  Yet  Commissioner 
Margaret  Milner  Richardson's  response  to  the  Kemp  report  is  that  the  tax  system 
is  just  fine  the  way  it  is,  thank  you  very  much.  The  Treasury  Department  and  Com- 
missioner Richardson  have  both  stated  that  all  we  really  need  is  to  tinker  with  our 
current  system  a  little  and  then  it  will  be  running  smoothly  again.  That's  like  tin- 
kering with  a  car  that's  already  been  declared  totaled  by  the  insurance  adjuster.  It 
also  begs  the  question,  if  the  tax  system  doesn't  need  to  be  changed,  why  is  the  IRS 
so  intent  on  changing  the  administration  of  that  very  system?  Because  it  creates  the 
illusion  of  progress  while  sustaining  the  same  abusive,  intrusive  system  we  need  so 
desperately  to  replace. 

It's  time  to  stop  fearing  the  power  of  the  IRS  and  to  start  demanding  an  account- 
able, respectful,  and  honorable  tax  collector  for  America.  We  need  to  erase  those 
scarlet  "A's"  from  the  face  of  the  IRS.  Especially  after  all  the  work  we  just  did  for 
them. 

Ms.  Davis  resigned  as  the  official  historian  for  the  IRS  at  the  end  of  1995  after 
7  years  of  service.  She  was  the  first  and  last  IRS  historian  and  is  now  writing  a 
book  about  her  experiences. 


Chairman  Stevens.  We  will  move  on.  We  do  intend  to  keep  at 
this  until  we  determine  what  we  should  do  in  this  Committee,  if 
an5^hing,  with  regard  to  TSM.  Is  it  still  estimated  that  the  total 
cost  of  this  system  is  above  $20  billion? 

Ms.  Willis.  It  is  in  the  neighborhood.  That  is  in  the  neighbor- 
hood of  the  last  numbers  I  have  seen.  IRS  would  certainly  be  in 
a  better  position  to  answer  that,  and  also  there  may  be  an  impact 
on  that  number  from  their  recent  rescoping  efforts  that  we  have 
not  seen  the  full  results  of.  Rescoping  has  changed  some  of  the 
milestones  and  delivery  dates  for  some  of  the  systems,  and  that 
could  impact  their  costs  as  well. 

Chairman  Stevens.  Will  you  tell  us,  just  for  the  record,  two 
things?  What  would  be  the  impact  if  we  mandated  a  contracting 
out  of  collection  procedures  where  compliance  was  not  accom- 
plished by  telephone? 

Ms.  Willis.  Let  me  see  if  I  understand.  If  we  mandated  the  con- 
tracting out  of  the  role  of  like  the  revenue  officer? 

Chairman  Stevens.  The  total  collection  process  into  the  private 
collection  market  if  telephone  contacts  were  not  sufficient?  And  sec- 
ond, in  terms  of  what  we  are  doing,  is  there  a  point  of  no  return 
on  what  we  are  doing  on  TSM?  Is  there  a  judgment  date  here  that 
we  have  got  to  make  a  decision  by  a  specific  time  to  go  ahead  with 
TSM  or  to  trash  it  and  start  again?  Is  there  a  point  of  no  return 
here  where  we  are  so  committed  we  cannot  go  back  literally  be- 
cause of  the  investment? 

Ms.  Stillman.  Senator,  one  point  of  clarification  that  may  help. 
We  talk  about  TSM  as  if  it  is  a  monolith,  as  if  it  is  an  entity.  It 
is  not.  It  is  a  collection  of  systems  and  a  collection  of  activities, 
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which  move  along  at  their  own  pace,  which  have  their  own  sched- 
ules, which  have  their  own  impacts.  There  is  no  single  TSM  entity, 
and  therefore  there  is  no  single  date  on  which  TSM  will  be  com- 
pleted or  on  which  we  have  to  make  a  single  decision  on  TSM.  IRS 
makes  separate  decisions  on  the  separate  systems  in  TSM  all  the 
time,  for  example,  on  SCRIPS,  on  DPS,  on  ICS,  on  ICP.  These  are 
related  but  separate  issues.  They  should  come  together  at  some 
point  and  make  some  sort  of  a  total.  Somehow  at  some  point  it 
should  spell  "mother,"  but 

Chairman  Stevens.  Well,  that  is  what  I  am  saying.  Is  there 
some  point  that  we  either  bring  it  together  or  we  say  design  an- 
other system,  design  a  system  that  will  accomplish  a  goal  and  set 
a  date  for  the  goal  to  be  attained?  I  understand  what  you  are  say- 
ing. It  is  sort  of  like — Senator  Glenn  may  not  agree — what  Presi- 
dent Reagan  did  with  Star  Wars.  There  were  a  hundred  separate 
different  research  projects  going  on.  He  said  we  are  going  to  put 
them  all  under  one  control.  The  result  was  that  Star  Wars  was 
abandoned.  If  it  had  not  been  done,  we  probably  still  would  have 
had  100  separate  research  projects  going  on  out  there,  one  of  which 
might  have  attained  the  goal.  But  as  a  practical  matter,  we  have 
the  same  thing  here.  Should  we  let  these  separate  programs  and 
modernization  concepts  go  forward  alone  or  should  we  say  bring 
them  together  and  accomplish  the  job  by  a  certain  date,  even  if  you 
have  to  go  outside  the  IRS  and  mandate  them  to  do  it? 

Ms.  Stillman.  It  would  be  my  best  advice  to  say  that  we  ought 
to  analyze  exactly  where  it  is  that  we  are  going.  We  need  a  clear 
business  vision,  which  IRS  has  stated.  We  need  a  clear  business 
strategy  for  what  systems  are  going  to  get  us  there  by  then.  And 
then  we  ought  to  evaluate  each  system  based  on  the  costs  and  the 
benefits  it  is  expected  to  provide  and  the  schedules  and  the  risks 
and  come  up  with  a  portfolio  of  systems  that  will  have  a  good 
chance  of  producing  cost  effective  benefits  in  a  reasonable  time.  We 
do  not  know  what  those  are  at  this  point. 

Chairman  STEVENS.  Yes,  I  am  not  disagreeing  with  you.  I  just 
had  a  vision  of  my  Radio  Shack  laptop  that  I  liked  so  well  in  1986, 
and  it  has  been  in  a  trash  heap  for  a  long  time,  and  we  are  still 
dealing  with  this  system  10  years  later,  and  I  do  not,  from  what 
we  are  saying  we  are  not  much  further  along  than  we  were  in  1986 
or  is  that  unfair? 

Ms.  Stillman.  I  think  it  is  fair  to  say  that  IRS  has  modernized 
its  hardware  along  the  way.  They  clearly  have  more  reliable  and 
newer  hardware  than  they  had  before.  They  have  some  systems, 
and  Lynda  has  mentioned  them,  that  have  given  them  some  bene- 
fits. The  question  is  whether  the  total  expenditure  is  anywhere 
near  worth  the  investment  and  is  likely  to  produce  the  benefits 
that  they  say  it  is? 

Chairman  Stevens.  OK.  That  would  be  a  nice  question  to  ask 
my  friends  from  the  IRS  that  are  going  to  take  your  place  now.  Do 
you  have  a  final  comment,  Ms.  Willis? 

Ms.  Willis.  Well,  I  was  just  going  to  see  if  I  could  clarify  your 
question.  Are  you  asking  us  when  the  current  system  will  cease  to 
be  functional? 
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Chairman  Stevens.  Is  there  such  a  date?  Yes,  I  am  saying  is 
there  a  date  at  which  if  we  do  not  do  something,  this  system  is 
going  to  have  to  be  junked? 

Ms.  Willis.  We  will  no  longer  be  able  to  process  returns  in  the 
fashion  that  we  are  processing  them?  We  will  no  longer  be  able  to 
even  provide  the  level  of  assistance  that  we  are  providing  now? 

Chairman  Stevens.  Yes. 

Ms.  Willis.  OK.  I  do  not  think  there  is  a  single  answer  to  that. 

Chairman  Stevens.  Some  of  the  statistics  you  have  given  us  in- 
dicate that  we  are  falling  behind  already. 

Ms.  Willis.  In  some  areas  we  are  further  behind  than  we  were. 

Chairman  Stevens.  Yes. 

Ms.  Stillman.  It  is  a  perfectly  fair  question  for  you  to  ask.  What 
money  is  being  spent  for  current  operations  and  maintenance  to 
support  your  current  operations  and  to  process  tax  returns  today? 
A  separate  question:  What  money  is  being  spent  to  develop  new 
systems  to  do  business  in  another  and  better  way?  They  are  sepa- 
rate questions.  They  ought  to  be  separate  questions  with  separate 
answers.  I  think  it  is  clear  that  IRS  does  now  process  its  tax  re- 
turns. Whether  or  not  TSM  as  a  major  modernization  effort  will 
work  is  a  separate  question. 

Chairman  Stevens.  We  face  similar  questions  in  reviewing  de- 
fense expenditures  all  the  time,  and  at  times  we  tell  the  Depart- 
ment of  Defense  not  to  proceed  although  we  have  had  billions  of 
dollars  put  into  a  system  because  we  do  not  think  it  will  accom- 
plish the  objective  or  we  think  it  would  be  redundant  to  proceed 
on  that  course  compared  to  another  course.  Now  I  think  we  have 
the  same  prerogative  here  to  ask  the  IRS  what  are  you  trying  to 
achieve  with  this  investment,  and  if  you  achieve  it,  will  it  be  the 
system  that  is  going  to  be  required  by  the  next  century?  That  is 
what  I  am  tr5dng  to  say.  Maybe  I  am  not  being  as  clear  as  I  should 
be,  and  I  wish  I  were  as  articulate  as  you,  Ms.  Willis,  but  I  want 
to  ask  them  the  same  kind  of  question  I  would  ask  them  about — 
we  have  junked  several  systems  of  defense  because  of  hearings 
such  as  this.  And  maybe  I  should  not  go  into  that,  but 

Ms.  Willis.  Mr.  Chairman,  what  you  want  is  a  map,  a  pro- 
grammatic map,  that  says  here  is  where  we  are  today  in  terms  of 
how  we  operate  the  IRS  and  here  is  where  we  want  to  be  by  the 
year  2001  or  2006.  And  here  is  how  our  operations  are  going  to 
change,  and  here  is  how  the  individual  systems  and  the  individual 
projects  or  efforts  will  contribute  to  me  moving  along  that  contin- 
uum. So  that  when  I  look  at  a  particular  system  I  know  what  bene- 
fits that  system  will  bring  to  me  in  terms  of  either  my  short-term 
or  my  long-term  vision,  how  much  I  am  going  to  pay  for  it,  and 
whether  this  is  the  most  cost  effective  alternative. 

You  also  need  to  be  able  to  determine  which  of  the  various 
projects  and  components  are  critical  to  that  ultimate  vision  in 
terms  of  being  able  to  improve  customer  service  or  improve  our 
compliance  programs.  Which  components  and  systems  are  simply 
basic  automation  of  current  processes  to  make  things  easier  for  IRS 
employees.  That  is  important,  but  we  need  to  be  able  to  sort  out 
and  map  back  to  the  IRS  processes  the  individual  systems,  their 
contribution  ultimately  to  the  vision,  and  how  they  fit  into  the  big- 
ger picture.  We  need  to  look  at  how  we  are  using  the  staff  that  we 
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have,  and  how  we  move  the  IRS,  not  just  its  systems  but  the  entire 
IRS,  into  the  next  millennia. 

Senator  Glenn.  Will  you  yield? 

Chairman  Stevens.  Yes,  go  ahead. 

Senator  Glenn.  Is  there  such  a  thing  as  the  infamous  PERT 
chart  that  brings  all  these  different  things  together?  I  am  thinking 
back  a  ways,  and  I  usually  do  not  bring  my  space  days  back  into 
this,  but  I  will  for  the  moment  this  morning  anyway.  We  used  to 
have  a  chart  that  I  swear  it  was  about  as  quarter  as  big  as  that 
full-bloomin'  wall  over  there,  because  in  the  space  program  before 
you  got  to  a  launch,  there  were  literally  about  50  different  paths 
that  had  to  come  together  on  a  time  base,  critical  time  base  now, 
or  something  else  did  not  move  ahead,  and  you  could  not  go  to  the 
next  phase  until  you  had  brought  some  development  of  the  booster 
along  and  some  development  of  the  engines  and  some  development 
of  fuel  and  some  development  of  astronaut  training  and  some  de- 
velopment, and  you  had  all  these  things  on  a  great  big  board  and 
it  was  a  time  base  down  here,  and  you  had  maybe,  there  were  50 
different  criteria  here,  but  they — and  some  of  them  went  out  there 
and  they  were  supposed  to  finish,  but  before  they  finished  here, 
something  else  down  here  could  not  move  ahead  on  its  base.  And 
it  seems  to  me  like  what  you  are  talking  about  is  all  these  different 
parameters.  It  is  no  one  thing,  we  just  install  computers  and  the 
program  is  solved.  It  is  the  whole  number  of  different  programs 
that  are  all  fit  under  the  head  of  TSM. 

I  have  never  seen  anything  like  this,  but  maybe  that  would  make 
it  more  understandable  for  simple  minds  like  ours  up  here  if  we 
had  something  like  that  that  puts  it  all  down  on  a  PERT  chart,  in 
effect,  and  gives  you  deadlines  of  where  each  thing  has  to  come  into 
play  here,  and  we  know  what  funding  each  one  of  these  tracks  re- 
quires, and  if  one  of  them  runs  out  of  gas  and  is  not  going  to  work, 
you  have  to  replace  it  with  something,  and  you  save  the  money 
that  he  is  going  to  have  to  appropriate  or  we  put  something  new 
in  its  place.  Maybe  that  would  be  a  simplified  way  to  present  this 
rather  than  in  the  general  terms  we  always  use.  Would  that  be 
productive?  Would  it  be  helpful,  do  you  think?  I  think  it  would  to 
me. 

Ms.  Stillman.  It  surely  would  be  helpful.  That,  along  with  the 
cost  of  each  and  the  expected  benefits  and  interim  deliverables,  and 
interim  performance  measures  is  precisely  what  would  be  needed. 

Chairman  Stevens.  We  used  to  use  similar  things.  We  just 
called  them  a  critical  path  when  I  was  prosecuting  complicated 
cases. 

Senator  Glenn.  It  is  the  same  thing. 

Chairman  STEVENS.  It  is  the  same  thing  only  he  has  had  more 
vast  experience  than  I,  but  I  see  the  same  thing.  What  I  am  seeing 
is  that  we  are  going  to  put  $20-odd  billion  into  a  system,  and  it  is 
going  to  be  an  Edsel  after  the  first  of  the  century.  Now  I  do  not 
think  we  can  afford  that.  So  I  am  looking  at  it  hke  we  did  the  Ser- 
geant York.  We  got  it  along  so  far,  put  over  a  billion  dollars  in  it, 
and  we  canceled  it  because  it  could  not  do  what  we  thought  it 
ought  to  do.  Now  we  have  the  same  prerogative  here,  I  think.  We 
may  say  cancel  this.  We  are  not  going  to  give  you  any  more  money 
unless  you  give  us  a  program  that  will  satisfy  some  of  the  com- 
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plaints  that  we  are  hearing  from  you  and  from  other  people.  But 
I  need  a  time  line  on  that.  He  is  saying  the  same  thing. 

Senator  GLENN.  That  is  the  key. 

Chairman  Stevens.  Where  is  the  point  of  no  return  on  that  time 
line?  Just  think  about  it;  all  right? 

Ms.  Willis.  I  will  have  to  think  about  it. 

Chairman  Stevens.  All  right.  Thank  you  very  much. 

Ms.  Willis.  And  I  would  be  very  interested  in  IRS'  response  to 
that  question  as  well. 

Chairman  STEVENS.  Well,  stick  around.  You  do  not  need  to 
change  the  station,  but  you  do  not  have  to.  Thank  you. 

Senator  Glenn.  Mr.  Chairman,  just  one  other  comment,  if  I 
might. 

Chairman  Stevens.  OK. 

Senator  Glenn.  This  thing  on  the  compliance  initiative  I  referred 
to  earlier — I  have  been  sort  of  leafing  through  this  thing  here  a  lit- 
tle bit — this  was  set  up  with  the  recommendations  of  GAO  as  to 
how  this  productivity  of  the  additional  people  was  to  be  measured. 
And  so  they  followed  GAO's  concerns  on  this  and  set  it  up  so  that 
we  were  not  just  financing  a  base,  we  were  financing  the  added- 
on  and  the  add-ons,  and  the  effectiveness  of  them,  and  it  makes  a 
case  for  them  here,  and  I  would  recommend  it.  I  had  not  read  the 
whole  thing  either,  but  it  looks  pretty  good.  And  we  just  got  this 
just  a  few  days  ago. 

Ms.  Willis.  Senator  Glenn,  we  have  historically  done  a  great 
deal  of  work  for  you  looking  at  the  compliance  initiatives  and 
would  be  happy  to  look  at  that  report  and  the  stuff  leading  up  to 
that  report. 

Senator  Glenn.  I  would  appreciate  your  comments  on  it. 

Ms.  Willis.  We  will  get  back  to  you. 

Senator  Glenn.  Brian,  you  can  make  sure  they  get  that;  right? 
He  can  be  in  touch  with  you  and  make  sure  you  get  it. 

Ms.  Willis.  No  problem.  We  will  get  it  from  him. 

Senator  Glenn.  Thank  you. 

Chairman  STEVENS.  Thank  you  very  much. 

Ms.  Willis.  Thank  you. 

Chairman  Stevens.  We  appreciate  it  and  we  will  probably  see 
you  again,  not  too  soon. 

Senator  Glenn.  With  better  news. 

Chairman  Stevens.  Our  next  panel  is  Michael  P.  Dolan,  Deputy 
Commissioner  of  Revenue  for  the  Internal  Revenue  Service;  Judy 
Van  Alfen,  the  Associate  Commissioner  for  Modernization;  and  Jim 
Donelson,  the  Chief  of  Taxpayer  Service  and  Acting  Chief  Compli- 
ance Officer  of  the  Internal  Revenue  Service.  I  would  appreciate  it 
if  we  can  put  your  statement  in  the  record  and  have  you  summa- 
rize it.  I  assume  that  is  acceptable.  I  have  just  been  summoned  to 
another  meeting  at  11:45,  which  I  have  to  go  to,  so  I  will  ask  a  few 
questions  and  turn  the  meeting  over  to  Senator  Glenn.  I  think  he 
has  some  longer  questions  than  I  probably  have. 

Senator  Glenn.  Well,  we  will  see. 

Chairman  Stevens.  We  will  see.  I  appreciate  your  courtesy  and 
would  like  to  have  your  statement,  please. 
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TESTIMONY  OF  MICHAEL  P.  DOLAN,  DEPUTY  COMMISSIONER 
OF  REVENUE,  INTERNAL  REVENUE  SERVICE;  ACCOMPANIED 
BY  JUDY  VAN  ALFEN,  ASSOCIATE  COMMISSIONER  FOR  MOD- 
ERNIZATION, INTERNAL  REVENUE  SERVICE;  AND  JIM 
DONELSON,  CHIEF,  TAXPAYER  SERVICE  AND  ACTING  CHIEF 
COMPLIANCE  OFFICER,  INTERNAL  REVENUE  SERVICE 

Mr.  DoLAN.  Thank  you,  Mr.  Chairman,  and  Senator  Glenn.  Good 
morning.  You  gentlemen  do  this  from  up  there  regularly.  For  those 
of  us  who  are  not  in  that  position  as  regularly,  sitting  there 
through  the  last  hour  and  a  half  is  a  little  bit  like  being  in  the  den- 
tist chair,  no  novocaine,  and  wondering  whether  the  right  tooth  is 
being  worked  on.  I  do  want  to  not  be  defensive  about  what  I  have 
heard,  but  I  have  got  to  tell  you  that  I  am  going  to  complicate  your 
life  because  some  of  what  I  am  going  to  present  to  you  this  morn- 
ing is  a  perspective  that  diverges  from  some  of  what  you  have 
heard,  and  I  do  that  with  hopefully  the  professionalism  of  dif- 
ferences of  opinion  and  also  respect  that  complicates  your  life,  but 
I  will  try  to  do  that  in  as  straightforward  a  way  as  I  know  how, 
and  I  will.  Senator,  with  your  permission  put  the  longer  statement 
in  the  record. 

Chairman  Stevens.  We  appreciate  your  courtesy,  and  I  under- 
stand what  you  are  sa3dng.  You  have  just  watched  someone  else 
analyze  your  root  canal. 

Mr.  DOLAN.  Well,  one  of  the  things  that  I  think,  without  even  de- 
claring myself  defensive,  I  think  I  would  have  to  listen  to  the  last 
hour  and  a  half  and  read  the  GAO  comments  as  essentially  a  re- 
flection that  they  have  got  a  lot  of  doubt  whether  the  IRS  has  got 
any  plan  of  where  it  needs  to  go  or  wants  to  go,  and  I  guess  I 
would  like  to  spend  a  couple  minutes  with  you  trying  to  at  least 
satisfy  you  or  encourage  you  to  believe  that  not  only  do  we  have 
an  idea  of  where  we  need  to  go,  we  have  got  a  pretty  decent  idea 
of  what  it  is  going  to  take  to  get  there,  and  beyond  that,  that  some 
of  the  kind  of  discussion  that  we  have  had  thus  far  this  morning 
misses  our  appreciable  achievements  already  in  the  bank,  things 
that  are  not  speculative.  And  Senator  Glenn,  I  respect  and  remem- 
ber your  questions  about  when  is  this  ever  going  to  materialize, 
and  I  think  there  is  always  a  question  about  whether  enough  has 
materialized.  What  I  would  like  to  do  is  share  my  observations.  I 
think  a  fair  amount  has  materialized  to  the  benefit  of  the  taxpayer. 

When  we  think  about  ourselves,  senators,  as  you  probably  know, 
we  think  as  complicated  as  our  business  is,  we  basically  go  about 
it  thinking  we  have  three  basic  objectives.  One  is  to  improve  cus- 
tomer service.  Another  is  to  increase  voluntary  compliance,  and  the 
third  is  to  constantly  try  to  increase  our  own  productivity,  and 
when  we  do  that,  we  do  it  much  like,  I  guess,  a  private  company 
thinking  we  have  three  basic  lines  of  business  and,  Senator  Ste- 
vens, you  sort  of  referenced  them  in  your  opening.  We  think  of 
processing  tax  returns  and  payments  and  documents;  we  think  of 
providing  customer  service;  we  think  of  compliance  as  essentially 
our  three  lines  of  business,  and  against  those  three  lines  of  busi- 
ness, our  strategic  plans,  our  annual  plans,  our  operating  plans, 
our  measure  systems  attempt  to  drive  the  three  objectives  through 
those  three  lines  of  business. 
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We  try  to  be  more  productive.  We  try  to  improve  the  compliance, 
and  we  try  to  enhance  the  customer  service.  And  I  think  the  first 
of  those  processing,  as  Senator  Glenn  said,  is  clearly  that  part  of 
our  business  line  that  touches  at  virtually  everybody.  Now  to  a 
large  extent,  the  typical  taxpayer  in  this  country  has  the  kind  of 
transaction  with  that  business  line  that  consists  in  filing  an  appro- 
priate tax  return,  having  it  go  through  posting,  and  never  hears 
from  us. 

But  the  volumes  of  things  that  go  through  that  business  line,  the 
$1.3  trillion  worth  of  receipts,  the  200  million  tax  returns,  a  couple 
billion  pieces  of  information  that  go  through,  clearly  makes  it  one 
of  our  most  critical  and  customer  sensitive  of  our  business  lines, 
and  what  I  think  from  time  immemorial,  the  people  who  have  dealt 
with  us  have  seen  that  as  very  much  a  paper  process.  Their  infor- 
mation came  to  us,  their  returns,  their  money,  their  check,  came 
to  us,  strictly  paperbound.  We  believe  we  can  deliver  a  tax  process- 
ing system  that  reduces  paper  dramatically  and  provides  taxpayers 
with  an  array  of  alternatives  toward  getting  us  the  returns,  the 
money,  and  the  information  either  electronically  or  to  the  extent 
that  it  will  still  come  in  paper,  it  will  come  more  efficiently  both 
from  the  teixpayer's  point  of  view  and  fi-om  ours. 

And  while  the  GAO  would  make  a  recommendation  that  we 
should  have  a  more  cogent,  strategic  plan  in  the  area  of  electronic 
filing,  and  I  would  stipulate  that  our  plan  could,  should  and  will 
be  better,  I  would  also  suggest  to  you  the  plan  we  have  is  one  that 
has  produced  benefit.  The  plan  we  have  is  one  that  put  14.9  million 
electronic  filed  returns  in  the  system  this  year.  The  plan  we  have 
is  the  one  that  allowed  2.8  million  people  to  conduct  a  total  trans- 
action with  its  government  of  8  to  10  minutes,  find  itself 
paperlessly  having  met  its  tax  obligation,  which  is  a  radical  depar- 
ture fi"om  where  we  have  been  with  our  customers,  the  taxpayer 
constituents,  in  the  past. 

That  is  a  plan  that  also  this  year  found  us  with  150,000  people 
who  are  using  software  packages  at  home,  who  belong  to  some  form 
of  an  on-line  service,  and  used  that  on-line  service  to  get  those  tax 
returns  to  us  this  year.  It  is  also  the  plan  that  allowed  us  in  3.1 
million  instances  this  year  to  say  to  American  taxpayers,  you  only 
have  to  file  one  return,  and  when  you  file  that  return,  one  will 
come  to  the  Federal  Government  and  one  will  come  to  the  State. 

Our  goals  are  to  do  a  lot  better  than  that.  We  are  not  satisfied 
with  14.9  million  electronic  filed  returns,  but  I  would  suggest  to 
you  that  that  is  more  than  just  whether  you  have  a  static  plan  in 
place,  because  since  we  began  planning  this  notion  of  getting  the 
electronic  receipts  and  what  we  do  with  the  paper,  an  awful  lot  has 
changed  with  our  world.  If  you  think  back  3  or  4  years  ago,  at  least 
as  I  think  back  3  or  4  years  ago,  about  the  extent  to  which  comput- 
ers are  present  in  homes  today,  the  extent  to  which  the  tax  practice 
is  automated,  the  extent  to  which  people  are  very  much  more  ac- 
customed to  doing  financial  and  commercial  interactions  over  the 
telephones,  the  electronic  payment  habits  of  corporate  America, 
and  so,  I  think,  followed  by  individual  payment  habits  have  moved 
abundantly  more  electronically  than  when  we  first  started  this. 

We  think  we  have  a  number  of  places  where  our  plan  over  the 
next  couple  of  years  will  allow  us  to  capitalize  on  these  kinds  of  de- 
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velopments.  I  think  the  TeleFile  is  a  good  example.  We  talked  some 
this  morning  about  a  return  free  environment.  In  effect,  the  2.8 
million  people  who  filed  this  year  had  a  return-free  transaction.  It 
was  not  the  one  we  were  tallang  about  before,  but  no  paper  of  any 
sort  accompanied  their  filing  obligation.  Last  year  we  only  did 
680,000  of  those.  This  year,  as  I  said,  we  went  to  2.8  million.  We 
also  learned  some  things  from  the  outside.  We  learned  from  people 
who  are  in  the  marketing  business  how  to  take  a  product  of  certain 
attributes  to  a  marketplace  in  which  that  product  can  be  most  at- 
tractive. We  learned  that  students  are  very  much  more  interested 
in  having  their  transaction  with  our  government  this  way,  and  con- 
sequently we  marketed  heavily  to  students.  The  other  part  of  our 
logic  was  if  we  can  get  a  student  as  a  first-time  filer  to  think  that 
the  way  he  or  she  wants  to  deal  with  the  IRS  over  the  course  of 
his  or  her  filing  life  is  not  by  paper  but  by  telephone  and  poten- 
tially subsequently  by  some  other  electronic  method  that  we  have 
done  the  right  thing.  This  year,  23  million  people  were  eligible  to 
do  that.  Some  would  say  2.8  million  is  not  a  very  good  return  on 
that.  When  we  talk  to  people  who  are  in  the  business  of  marketing 
other  kinds  of  products,  they  would  tell  you  that  10  percent,  more 
than  10  percent,  in  the  first  year  available  nationwide  is  not  nec- 
essarily a  thing  that  we  ought  to  hang  our  head  about. 

Next  year  we  think  we  might  be  able  to  expose  more  people  to 
that  option.  One  of  the  things,  Senator  Stevens,  that  the  Commis- 
sioner and  Jim  Donelson  came  back  from  Alaska  with  was  some 
very  good  learning  about  the  permanent  dividend,  and  we  learned 
that  the  way  that  the  1040EZ  is  today  composed  and  the  way  that 
we  were  creating  the  parameters  for  the  TeleFile  would  have  pre- 
cluded a  population  that  would  otherwise  be  ideal  candidates  for 
TeleFile.  Next  year,  we  will  take  and  make  that  accommodation 
again  as  a  way  of  making  that  product  meet  what  we  think  are  the 
needs  of  the  marketplace. 

I  talked  a  minute  about  practitioners.  Again,  the  GAO  rec- 
ommended or  observed  that  we  had  backed  away  fi*om  a  one  time 
plan  that  suggested  we  might  come  to  the  Congress  and  ask  you 
to  help  mandate  the  filing  of  electronic  returns  for  practitioners 
who  file  perhaps  more  than  100  returns.  We  do  not  think  at  all 
that  the  fact  that  we  have  not  come  forward  with  that  jeopardizes 
those  plans  because  between  the  time  that  we  first  launched  our 
plan  and  today,  an  increasing  amount  of  that  industry  is  auto- 
mated. They  have  not  automated  for  the  IRS'  purposes,  but  they 
have  automated  because  it  makes  sense  to  them.  It  takes  their 
paper  out.  They  use  the  commercial  softwares.  They  do  all  the 
things  that  makes  business  sense  for  a  tax  practitioner  to  be  in  an 
electronic  environment. 

We  are  reasonably  confident  that  we  are  going  to  be  able  to  cre- 
ate both  the  incentives  and  the  catchers  that  will  have  almost  50 
million  returns  that  are  today  prepared  by  practitioners  make  for 
the  kind  of  logical  exchange  with  us  electronically  that  will  not  re- 
quire us  to  go  about  it  with  congressional  mandates. 

Another  area  that  we  have  talked  some,  and  Senator  Stevens, 
you  had  expressed  some  earlier  interest  in  how  we  were  going  to 
deal  with  what  we  call  the  at-home  filer  market.  This  year,  as  I 
mentioned,  150,000  of  those  people  came  to  us  through  the  on-line 
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services.  Another  6  million  people  used  software  packages  to  basi- 
cally prepare  an  answer  sheet,  something  we  call  a  1040PC.  We  see 
that  as  an  incipient  market  for  the  kind  of  direct  at-home  access 
to  us,  that  we  believe  within  the  next  year  or  two,  will  make  for 
those  taxpayers  the  transaction  of  sending  it  to  us  electronically  as 
logical  as  it  is  for  people  who  today  lick  a  stamp  and  put  it  on  a 
legal  envelope. 

We  believe  that  our  customer  service  product  line  is  a  place 
where  we  have  got  equally  ambitious  goals  and  equally  achievable 
ones.  One  of  the  things  that  we  know  a  number  of  things  about  is 
our  customers.  Our  customers  have  said  to  us  we  would  like  to  deal 
with  you  as  infrequently  as  possible.  When  we  deal  with  you,  we 
like  to  deal  with  you  by  phone  rather  than  paper.  When  we  deal 
with  you,  we  would  like  to  make  one  contact.  We  do  not  want  you 
shoving  us  all  over  your  organization.  We  want  to  call  one  place 
and  know  that  you  can  do  our  business.  And  we  want  certitude.  We 
want  to  know  that  when  we  have  had  the  transaction  with  you,  it 
took,  it  is  over,  I  am  complete,  my  obligations  are  satisfied.  Those 
are  the  underpinnings  of  the  vision  that  we  are  trying  to  imple- 
ment on  our  customer  service  side. 

And  in  that,  I  have  given  you  a  lot  more  detail  in  the  formal 
statement,  but  when  we  talked  with  you  last.  Senator  Stevens,  we 
told  you  that  we  frankly  up  until  recently  had  not  been  doing  very 
good  against  those  expectations  for  reasons  like  we  had  our  data 
divided  geographically.  If  you  happened  to  call  somebody  who  was 
not  associated  with  a  return  once  you  filed  a  return,  we  had  a  heck 
of  a  time  trying  to  get  that  person  serviced.  We  also  told  you  that 
our  systems  did  not  talk  to  each  other.  Our  automated  collections 
and  our  toll-frees,  and  our  underreporters,  none  of  those  systems 
talked  to  each  other,  and  in  the  last  year  we  have  made  significant 
strides  bringing  those  systems  together,  not  in  the  total  final  ele- 
gant solution  design,  but  in  ways  that  today  allow  us  to  deal  with 
taxpayers  as  customers  of  the  IRS,  not  of  the  "x"  district  or  the  "y" 
part  of  the  country.  We  have  installed  modern  telephone  systems 
in  each  of  our  call  sites,  such  that  we  can  put  on  the  front  end  of 
those,  voice  response  units  that  help  people  find  themselves  both 
to  the  right  IRS  person  or  the  right  source  of  information  that  may 
not  require  human  intervention. 

We  have  done  a  number  of  other  things.  Our  TeleTax  system  is 
a  system  that  allows  somebody  to  call  in  virtually  any  time  of  the 
day  or  night,  get  answers  to  148  different  questions.  Senator  Ste- 
vens, I  think  we  talked  in  an  earlier  hearing  about  our  home  page 
this  year.  Our  home  page  was  set  up  as  another  way  for  people  to 
come  to  us,  not  constrained  by  getting  a  live  IRS  assistant,  come 
to  us  any  time  of  the  day  or  night,  50  million  times  this  filing  sea- 
son people  came  to  us  over  the  home  page.  On  the  last  day  of  the 
filing  season,  1.8  million  people  got  to  us  over  that  device  with  last 
minute  instruction  needs  or  forms  or  other  kinds  of  things. 

We  go  on  and  on  with  things  that  I  believe  are  legitimate  steps 
towards  the  vision  I  talked  to  you  about  at  the  outset.  Cumula- 
tively, we  think  these  initiatives  represent  some  huge  improve- 
ments, not  measured  in  IRS  terms,  measured  in  terms  of  what  the 
customer  has  benefitted  from  our  ability  to  react  to  them  dif- 
ferently. At  the  same  time,  we  sit  here  very  candidly  and  say  to 
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you  among  the  things  we  have  declared  our  goals  is  being  able,  in 
95  percent  of  the  instances,  to  have  a  customer  call  us  and  get  a 
problem  resolved  with  one  contact.  We  are  not  there.  We  are  doing 
it  more  in  the  range  of  75  percent. 

Chairman  Stevens.  You  are  only  getting  20  percent  of  the  calls 
through. 

Mr.  DOLAN.  Well,  the  second  one  I  was  going  to  observe.  Senator 
Stevens,  is  that  we  could  have,  if  you  would  like,  when  I  complete, 
a  relatively  robust  conversation  about  that  20  percent  and  how  it 
is  measured.  I  would  stipulate  for  you  that  there  are  way  more  peo- 
ple, whether  it  is  20  percent  or  whether  it  is  my  number  of  50  per- 
cent, whatever  it  is,  who  cannot  get  through,  and  so  again  I  ob- 
serve to  you  that  I  am  not  here  to  tell  you  that  we  have  reached 
our  nirvana  in  the  customer  service.  I  put  all  of  the  list  of  things 
I  do  in  front  of  you  as  evidence  that  we  know  where  we  are  going 
and  where  we  have  to  go,  but  I  also  stipulate  to  you  that  at  75  per- 
cent instead  of  95,  it  is  not  good  enough.  And  whether  it  is  20  or 
50  that  we  are  getting  to,  that  is  not  good  enough  either. 

Chairman  Stevens.  They  say  that  only  20  percent  of  the  original 
calls  are  getting  through. 

Mr.  DoLAN.  What  we  believe  that  number  is.  Senator,  is  that  20 
percent  of  the  calls  initiated  get  through.  That  is  quite  a  lot  dif- 
ferent because  of  the  features  on  telephones  that  let  people  dial 
and  dial  and  dial  and  redial.  That  statement  frequently  is  taken  as 
an  inference  that  only  20  percent  of  taxpayers  or  customers  ever 
get  serviced.  We  have  worked  for  a  couple  years  to  find  a  methodol- 
ogy that  we  could  generally  agree  on  with  the  GAO  so  that  we  talk 
about  the  same  number.  So  I  would  not  have  you  believe  that  only 
20  percent  of  the  customers  who  have  sought  our  service  over  the 
telephones  have  been  serviced.  I  would  tell  you  just  as  quickly  if 
my  number  is  right  at  50  percent,  that  is  nothing  to  brag  about. 
That  is  not  something  that  we  are  resting  on,  we  are  proud  of,  we 
do  indeed  want  to  do  better. 

An  awful  lot  of  our  strategies  that  we  will  unroll  in  the  next  cou- 
ple years  are  strategies  that  do  two  things.  One  is  to  allow  better 
access  but  also  to  look  for  the  kinds  of  ways  that  preclude  access. 
Today  people  call  us  because  they  get  notices  they  do  not  under- 
stand. They  call  us  because  we  have  complicated  their  life  unneces- 
sarily with  something  we  have  done.  Those  are  the  kinds  of  things 
we  want  to  drive  down  on  the  demand  side  so  that  those  people  do 
not  worry  about  whether  they  can  get  to  us.  They  would  not  in  the 
first  instance  have  a  need  to  get  to  us. 

The  next  2  years  we  believe  are  very  key  for  us  being  able  to  ac- 
tualize our  vision  in  customer  service.  We  have  done  two  releases 
of  a  software  that  we  call  the  Integrated  Case  Processing.  It  puts 
in  the  hands  of  front-line  assistors  a  quality  and  amount  of  data 
they  have  never  had  before  to  service  the  customers.  We  have  got 
our  phone,  basically  our  modern  phone  systems  in  place.  We  are 
making  a  move  to  integrate  the  functions  from  five  or  six  disparate 
parts  of  the  organization  into  the  one  customer  service  component, 
and  we  really  believe  that  the  next  couple  of  years  represent  huge 
opportunities  to  build  on  what  is  already  a  significant  set  of 
achievements. 
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Maybe  the  last  thing  I  would  spend  a  minute  on  is  our  third 
business  line  which  is  compliance.  We  had  some  conversation,  and 
Senator  Glenn,  I  appreciate  the  observations  you  made  about  the 
revenue  initiative.  I  think  that  is  something  that  we  put  an  awful 
lot  of  effort  into  last  year,  felt  pretty  proud  about  the  achievements, 
and  I  would  hope  at  the  end  of  the  day  anybody  who  observes  those 
numbers  observes  the  actual  payback  would  be  satisfied  that  those 
are  not  cooked  books.  Those  are  numbers  that  are  hard.  Those  are 
dollars  that  are  in  the  till  as  a  result  of  doing  what  we  said  we 
would  do  last  year. 

In  the  compliance  arena,  Senator  Stevens,  last  time  you  made 
the  point  to  us,  which  I  think  was  a  very  valid  point,  that  as  you 
go  down  this  road,  the  question  of  balance  between  compliance  and 
service  is  a  very  key  balance,  and  we  could  not  agree  more.  We 
think  that  part  of  us  needing  to  modernize  our  compliance  business 
is  because  some  part  of  the  overall  fairness  of  the  system  in  total 
depends  on  the  taxpayer  who  is  paying  his  or  her  fair  share,  know- 
ing that  the  taxpayer  who  is  not  is  going  to  be  held  accountable  for 
that  same  level  of  compliance.  So  we  have  instituted,  both  on  a 
technology  base  side  and  on  some  non-technology,  some  moderniza- 
tions that  we  think  put  us  in  that  position. 

The  first  of  those  has  been — and  I  think  it  is  a  linchpin  to  where 
we  want  to  go  in  compliance — is  increasing  our  ability  to  have  good 
research  data.  We  talked  a  little  bit  in  the  opening  comments  about 
something  called  the  TCMP,  which  was  heretofore  our  principal  re- 
search vehicle.  We  think  we  have  designed  a  number  of  alter- 
natives to  put  in  the  hands  of  local  districts  and  the  national  office 
data  that  will  allow  us  to  better  plot  our  use  of  our  enforcement 
resources  with  the  result  that  we  are  not  only  worried  about  who 
we  audit  and  what  we  collect,  but  we  are  worried  about  the  kinds 
of  opportunities  to  educate  parts  of  the  taxpaying  public  to  look  for 
problems  in  legal  and  regulatory  applications  that  allow  us  on  the 
front  end  of  that  to  make  the  kind  of  changes  that  do  not  require 
you  always  to  use  an  enforcement  action. 

I  reference  in  my  prepared  remarks  something  called  the  Totally 
Integrated  Exam  System,  the  Automated  Underreporter  System, 
and  the  Electronic  Fraud  Detection  System.  I  will  not  go  into  those 
here,  but  each  of  those,  again,  I  would  observe,  have  carried  with 
them  not  theoretical  prospective  benefit.  Each  of  those  to  some  ex- 
tent today,  and  in  the  case  of  Automated  Underreporter,  has  been 
in  place  for  several  years,  is  harvesting  a  dividend  not  only  for  the 
productivity  of  the  IRS  but  for  the  benefit  of  the  customer,  the  tax- 
payer that  is  using  it. 

One  that  I  think  is  a  little  more  recent  and  one  that  I  think  has 
an  extraordinary  potential  for  us  is  something  we  call  the  Inte- 
grated Collection  System.  That  is  a  system  that  in  the  year  in 
which  two  of  those  went  in  place  in  two  of  our  district  offices,  they 
produced  a  30  percent  increase  in  the  productivity  of  our  field  reve- 
nue officer  force. 

Chairman  Stevens.  What  is  your  measure  of  productivity  there? 

Mr.  DOLAN.  It  is  the  dollars  in  the  bank. 

Chairman  Stevens.  Compared  to  what? 

Mr.  DoLAN.  Compared  to  what  the  dollars  in  the  bank  were  with- 
out the  system. 
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Chairman  STEVENS.  Well,  that  could  be  a  town  that  has  got  a 
new  industry  and  it  has  got  everybody  employed  and  pajdng  their 
bills,  or  it  could  be  a  town  that  just  lost  its  mill  and  no  one  is  em- 
ployed and  not  paying  their  bills. 

Mr.  DOLAN.  What  I  think  we  can  do.  Senator,  is  take  you,  and 
I  would  welcome  the  opportunity  quite  frankly,  to  take  you  through 
a  project  like  this  where  we  had  a  conversation  earlier  about 
whether  we  and  the  GAO  always  agree  about  how  many  people  we 
make  revenue  officers  versus  those  we  put  on  telephones.  You 
asked  a  specific  question  for  them  to  do  some  work  for  you.  Some- 
times in  that  debate,  a  couple  of  points  get  lost.  One  is  those  people 
who  are  in  the  field,  the  people  that  we  have  maybe  had  some  dis- 
agreement about  how  many  or  how  few,  those  people  are  on  aver- 
age returning  four  and  five  times  their  salary  in  direct  revenue  in 
the  bank. 

Now  the  people  on  the  ACS  sides  are  producing  on  average  $1.3 
million  per  staff  year.  So,  yes,  it  is  a  richer  mix,  but  the  things  that 
we  are  doing  in  the  field,  the  things  that  those  revenue  officers  who 
are  producing  four  and  five  times  their  salary  are  doing  other 
things  that  did  not  work  on  the  telephone.  They  are  the  people  who 
said  I  am  not  returning  your  call.  I  am  not  answering  your  four  no- 
tices. I  got  my  assets  hid  and  if  you  want  to  find  them  on  the  tele- 
phone that  is  great.  You  cannot  do  those  kind  of  cases  or  you  can- 
not do  the  bankruptcy  cases,  you  cannot  do  the  complex,  multi- 
state  kinds  of  cases  over  the  telephone.  So  I  would  suggest  to  you 
that  this  Integrated  Collection  System  that  we  put  in  place  that  in 
the  first  two  districts  produced  this  30  percent  return,  we  are  put- 
ting another  six  or  seven  in  this  year,  and  over  the  life  of  it,  we 
think  that  that  initiative  alone  could  represent  $2  billion  additional 
dollars  in  the  bank  as  a  result  of  one  component  piece  of  compli- 
ance modernization. 

I  am  going  on  longer  than  probably  you  wanted  me  to,  and  so 
let  me  make  just  a  couple  of  maybe  concluding  observations.  One 
of  the  things  that  we  have  done  as  we  have  thought  about  mod- 
ernizing ourselves  is  we  have  gone  to  the  private  sector  and  other 
government  agencies  that  we  think  are  held  out  as  best  practices, 
people  who  have  done  it  right.  In  each  of  those  cases,  they  have 
said  to  us  when  you  are  doing  this,  you  have  to  do  it  with  three 
things  in  mind.  You  have  got  to  do  it  with  a  commitment  to  mod- 
ernizing your  business  processes,  you  have  got  to  intelligently  le- 
verage technology,  and  then  you  have  got  to  look  at  your  organiza- 
tional flexibility.  You  cannot  travel  with  an  organizational  design 
that  is  the  old  school  organizational  design. 

When  we  were  before  you  last,  Commissioner  Richardson  talked 
about  the  fact  that  we  launched  at  the  beginning  of  this  fiscal  year, 
the  most  comprehensive  rework  of  our  organization  since  1954. 
While  not  everything  is  in  the  bank  on  our  rework,  it  is  substan- 
tially in  place,  and  with  that  have  come  a  substantial  benefit  from 
overhead  reductions  and  a  streamlining  of  the  decision-making 
process. 

The  other  thing  we  know,  and  you  referenced  in  your  earlier  part 
of  the  comments,  is  that  there  is  an  issue  about  our  technical  and 
managerial  competence  to  manage  the  entire  TSM  project.  I  believe 
in  the  reports  that  the  Treasury  Department  will  make  available 
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to  the  Appropriations  Committee  this  afternoon  and  soon  there- 
after to  you,  you  will  see  that  there  are  a  series  of  analyses  and 
steps  that  have  been  made  and  proposed  that  confront  that  need 
to  manage  that  technology  better  than  we  have  in  the  past.  And 
hopefully  with  the  GAO's  30-day  review  and  the  Committee  and 
Subcommittee  staffs  ability  to  get  exposed  to  the  information,  we 
will  be  able,  again,  to  have  the  kind  of  dialogue  that  will  satisfy 
you  and  to  show  you  that  we  have  done  the  thinking  and  done  the 
reacting  that  were  required. 

I  will  close.  Senator  Stevens  and  Senator  Glenn,  by  telling  you 
that  we  do  appreciate  the  opportunity  to  be  here.  As  people  who 
have  been  in  this  organization  for  some  period  of  time,  we  under- 
stand that  we  are  not  where  we  would  like  to  be,  where  our  cus- 
tomers, taxpayers,  would  like  us  to  be  and  where  they  deserve  to 
be.  But  I  would  also  observe  to  you  that  the  IRS  that  we  work  in 
today  is  a  fundamentally  different  IRS  than  it  was  5  years  ago.  The 
kinds  of  transactions,  the  kinds  of  interactions,  the  kinds  of  abili- 
ties we  have  as  a  result  of  what  we  have  been  able  to  modernize 
is  a  fundamentally  different  reality  than  what  we  experienced  early 
in  our  careers.  With  that,  I  would  be  happy  to  go  where  you  would 
like  us  to  go. 

[The  prepared  statement  of  Mr.  Dolan  follows:] 

PREPARED  STATEMENT  OF  MICHAEL  P.  DOLAN 

Mr.  Chairman  and  Distinguished  Members  of  the  Committee: 

With  me  are  Judy  Van  Alfen,  Associate  Commissioner  for  Modernization  and  Jim 
Donelson,  Chief  Taxpayer  Service  and  Acting  Chief  Comphance  Officer.  We  appre- 
ciate your  invitation  to  discuss  our  vision  for  a  modernized  Internal  Revenue  Serv- 
ice. 

The  Internal  Revenue  Service's  mission  is  to  collect  the  proper  amount  of  tax  rev- 
enue at  the  least  cost;  serve  the  public  by  continually  improving  the  quality  of  our 
products  and  services;  and  perform  in  a  manner  warranting  the  highest  degree  of 
public  confidence  in  our  integrity,  efficiency,  and  fairness.  Modernizing  all  aspects 
of  the  IRS,  including  the  technology  that  supports  our  mission,  will  help  us  better 
serve  the  public,  continue  to  enforce  the  tax  laws  in  a  fair  and  equitable  manner, 
and  improve  our  ability  to  collect  revenue. 

A  Strategic  Approach 

In  furtherance  of  our  mission,  we  have  developed  a  series  of  strategic  goals  de- 
signed to  improve  our  effectiveness.  Our  long  term  strategies  as  well  as  our  annual 
Business  Plan  goals  support  our  three  main  objectives: 

•  Improving  customer  service; 

•  Increasing  voluntary  compliance;  and 

•  Enhancing  our  overall  productivity. 

As  a  part  of  our  Business  Plan,  each  of  these  objectives  is  supported  by  specific 
initiatives.  Today,  I  will  highlight  some  of  the  initiatives  that  are  essential  to  the 
modernization  of  tax  administration. 

We  recognize  that  modernizing  the  capabilities  of  the  Internal  Revenue  Service 
deserves  and  requires  the  maximum  innovation  and  imagination  that  can  be 
brought  to  bear.  Toward  that  end,  we  have  gained  considerable  experience  during 
the  past  several  years  using  quality  improvement  and  reengineering  techniques  to 
improve  our  operations.  This  experience,  coupled  with  the  insights  we  have  gained 
by  studying  and  working  with  several  "best  in  class"  organizations,  has  helped  us 
fundamentally  reexamine  many  of  our  business  practices  and  identify  opportunities 
for  improvement.  We  have  also  learned  that  the  types  of  improvement  we  seek  can 
only  be  brought  about  through  solutions  that  integrate  updated  technology,  im- 
proved business  processes  and  far  greater  organizational  dexterity.  We  are  pre- 
sented with  a  policy  choice  created  by  modernizing  our  systems  and  technology.  We 
can  either  lower  our  costs  by  redirecting  FTEs  and/or  improve  service  levels  and 
productivity  of  our  existing  employees. 
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Key  Responsibilities 

Mr.  Chairman,  the  IRS  is  responsible  not  only  for  processing  returns  and  collect- 
ing taxes,  we  are  also  in  the  tax  enforcement  business — we  must  administer  and 
enforce  the  tax  laws  of  this  country.  We  collect  over  $1.3  trillion  in  tax  receipts, 
process  over  200  million  tax  returns  and  manage  well  over  2  billion  information  doc- 
uments each  year.  We  also  design,  print  and  distribute  over  600  tax  forms  and  a 
comprehensive  set  of  publications  and  educational  materials.  Similarly,  we  hear 
from  taxpayers  by  phones,  visits,  or  letters  about  100  million  times  a  year.  We  audit 
tax  returns,  secure  delinquent  returns,  collect  delinquent  taxes,  adjudicate  requests 
for  exemption  from  taxation,  determine  the  qualifications  of  pension  plans,  and  in- 
vestigate criminal  violations  of  the  tax  code. 

The  Basic  Business  Lines 

Our  business  at  the  IRS  can  be  grouped  into  three  basic  components: 

— Processing  returns  and  payments 

— Serving  taxpayers 

— Ensuring  compliance  with  the  tax  laws 

These  three  components  really  represent  our  three  basic  lines  of  business.  Though 
there  are  many  important  interdependencies  among  them,  grouping  our  operations 
under  these  three  business  lines  helps  project  the  outlines  of  the  fully  modernized 
future  as  well  as  documenting  the  progress  already  made  towards  that  vision. 

Processing  Returns  and  Payments 

Processing  tax  returns  and  payments  is  the  heart  of  our  tax  administration  sys- 
tem. Because  reducing  the  burden  on  taxpayers  and  enhancing  compliance  is  de- 
pendent on  accurately  and  promptly  accomplishing  this  massive  job,  updating  our 
approach  to  processing  and  the  underlying  technology  is  a  priority. 

For  decades,  IRS'  tax  return  processing  system  consisted  of  the  manual  input  of 
paper  tax  returns  and  payments  with  the  concomitant  storage  and  retrieval  chal- 
lenges that  come  with  the  vast  amounts  of  paper  based  data.  This  process  is  not 
only  outdated  and  labor  intensive  but  also  prone  to  errors  by  both  taxpayers  and 
the  IRS. 

In  place  of  this  historical  process,  we  are  building  new  processes  which  will  make 
a  series  of  alternative  methods  available  to  taxpayers  and  third  parties  as  they  file 
returns,  provide  information  or  make  tax  payments.  These  alternatives  will  not  only 
relieve  taxpayer  burden  but  they  will  also  allow  us  to  become  more  productive  in 
ways  that  we  can  meet  the  demands  of  our  growing  and  increasingly  complex  work- 
load. 

Progress  Made 

We  have  changed  our  practice  of  focusing  on  paper  filing  and  payments.  As  a  re- 
sult, taxpayers  have  more  options  for  filing  their  returns  and  paying  their  taxes 
than  ever  before.  For  example,  this  filing  season,  23  million  taxpayers  could  file 
their  tax  returns  with  a  phone  call  that  takes  less  than  ten  minutes.  Three  years 
ago,  TeleFile  was  a  pilot,  and  last  year,  when  it  was  only  available  in  10  States, 
680,000  returns  were  filed  by  phone.  This  year,  2.8  million  taxpayers  took  advan- 
tage of  the  TeleFile  option. 

Beginning  in  fiscal  year  1994,  taxpayers  could  file  from  their  home  computers 
through  a  third  party  transmitter.  As  of  May  3,  1996,  more  than  150,000  taxpayers 
used  this  filing  method,  a  significant  increase  from  the  1,000  that  filed  through  this 
service  last  year.  Also  this  year,  taxpayers  in  31  States  can  satisfy  both  their  federal 
and  State  tax  obligations  with  a  single  electronic  transmission,  an  increase  from  15 
States  where  joint  electronic  filing  was  available  in  fiscal  year  1993.  This  year,  over 
3.1  million  joint  Federal/State  returns  have  been  filed — almost  double  the  1.5  mil- 
lion returns  filed  last  year. 

Another  6  million  taxpayers  utilized  the  1040PC  this  filing  season.  While  not  an 
electronic  transmission,  the  1040  PC  is  an  "answer  sheet"  format  which  can  be  pro- 
duced by  virtually  all  the  major  tax  preparation  software  and  can  be  scanned  by 
the  IRS.  Ultimately  these  6  million  and  hopefully  many  more  similar  returns  will 
be  the  logical  candidates  for  our  expanded  electronic  filing  capabilities. 

Filing  alternatives  are  not  just  limited  to  individuals.  They  are  also  available  to 
businesses.  Employers  nationwide  can  file  their  "Employers  Quarterly  Tax  Return" 
(Form  941)  electronically,  and  almost  200,000  of  these  returns  were  processed  for 
1995.  So  far  this  year,  we  have  processed  over  90,000  of  these  returns  and  expect 
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500,000  by  year  end.  A  TeleFile  option  for  simpler  Form  941  returns  is  also  in  the 
works. 

As  an  early  and  somewhat  less  complex  version  of  imaging  and  scanning  tech- 
nology, we  are  currently  implementing  the  Service  Center  Recognition  Image  Proc- 
essing System  (SCRIPS),  which  is  optically  scanning  information.  This  system  is  en- 
abling us  to  begin  progressing  toward  the  future  with  the  early  experience  of  apply- 
ing technology  to  our  paper  processing  operations. 

Another  example  of  how  we  have  modernized  our  operations  is  the  TaxLink/Elec- 
tronic  Tax  Payment  System.  Historically  the  process  of  receiving  and  posting  em- 
ployer tax  deposits,  because  it  was  built  on  the  submission  and  handling  of  millions 
of  paper  Federal  Tax  Deposit  (FTD)  coupons,  was  very  error  prone.  The  system  was 
very  expensive  for  both  the  taxpayer  and  the  government  because  of  the  vast 
amount  of  "rework"  it  created.  Today  we  are  using  technology  to  accept  pa5Tnents 
made  by  electronic  funds  transfer  to  satisfy  employers'  obligations  to  pay  employ- 
ment and  other  depositary  taxes.  This  payment  method  is  faster,  easier  and  more 
accurate  for  everyone —  tax  collectors  and  taxpayers  alike.  In  addition  the  govern- 
ment is  able  to  manage  its  receipts  with  the  additional  precision  that  characterizes 
the  best  run  private  financial  businesses.  In  fiscal  year  1995,  more  than  $232  billion 
was  deposited  electronically,  a  major  increase  over  the  $6.2  billion  deposited  in  fis- 
cal year  1994.  As  of  April  27,  1996,  we  have  already  received  $211.7  billion  and  ex- 
pect $261  billion  by  year  end. 

For  those  payments  that  do  not  come  to  us  electronically — and  most  individual 
taxpayers'  payments  do  not — we  are  using  other  ways  to  more  efficiently  process  tax 
payments.  By  directing  many  payments  to  lockboxes,  where  banks  process  payments 
and  credit  them  to  the  Treasury  Department,  the  deposit  process  has  been  acceler- 
ated and  accuracy  has  been  increased.  In  fiscal  year  1995,  over  $125  billion  went 
through  the  lockbox  payment  system,  an  increase  of  $18  billion  over  the  prior  year. 

Future  Plans 

The  IRS  will  continue  to  offer  various  alternative  electronic  filing  methods  in 
order  to  make  it  easier  for  taxpayers  to  file  their  tax  returns  and  make  tax  pay- 
ments. This  is  essential  because  electronic  commerce  offers  advantages  for  both  tax- 
payers and  the  IRS.  Taxpayers  file  more  accurate  returns  and  get  their  refunds  fast- 
er, and  we  receive  more  accurate  information  more  quickly  and  eliminate  the  need 
for  expensive  paper  processing. 

Plans  for  fiscal  vear  1997  include  increasing  the  eligible  TeleFile  population  to  al- 
most 40  million  by  expanding  the  filing  criteria;  piloting  small  business  use  of 
TeleFile.  In  addition,  electronic  funds  transfer  will  continue  to  expand  with  expected 
receipts  of  $536  billion. 

We  are  currently  finalizing  a  new  5  year  business  plan  which  we  believe  will 
allow  us  to  capitalize  on  our  electronic  filing  and  payment  experience  and  at  the 
same  time  increase  the  extent  to  which  we  meet  our  customers'  needs.  We  intend 
to  use  this  plan  to  improve  our  products  and  make  more  effective  presentation  and 
delivery  of  them  to  the  taxpayers  who  can  most  be  helped  by  these  alternatives. 

As  attractive  as  it  would  be  to  assume  that  all  paper  could  disappear  from  the 
tax  system,  we  understand  that  significant  amounts  of  paper  will  likely  remain.  As 
a  result,  we  have  commissioned  a  broad  examination  of  the  "tax  settlement"  proc- 
esses. A  reengineering  team  is  looking  at  the  entire  business  process,  including  how 
taxpayers  file  returns,  how  IRS  processes  returns  and  payments,  receives  third- 
party  documents,  and  how  taxpayers  and  the  IRS  communicate  with  each  other. 
Among  other  things,  the  reengineering  project  will  look  at  ways  in  which  more  tax- 

[)ayers  might  be  able  to  file  simpler  returns  and  how  tax  forms  might  be  stream- 
ined  and  redesigned.  We  anticipate  that  this  effort  will  identify  opportunities  for 
us  to  significantly  decrease  the  volume  of  paper  currently  in  the  tax  system  and  in- 
crease the  efficiency  with  which  we  handle  that  paper  that  remains. 

Serving  Taxpayers 

We  know  that  taxpayers  get  frustrated  when  they  call  us  and  repeatedly  get  a 
busy  signal.  Although  we  have  answered  more  calls  than  ever  before  over  the  past 
3  years,  we  still  have  taxpayers  whose  calls  are  not  answered.  We  also  have  a  grow- 
ing number  of  taxpayers  who  visit  or  write  us.  For  example,  in  1993,  we  heard  from 
taxpayers  by  phone,  visits,  or  letters  73  million  times.  Last  year,  this  number  grew 
to  118  million,  primarily  due  to  our  efforts  to  detect  questionable  and  erroneous  re- 
funds. 

We  know  that  taxpayers  expect  us  to  maintain  their  accounts  and  to  respond  to 
their  questions  accurately  and  efficiently,  while  maintaining  the  highest  level  of  in- 
tegrity and  safeguarding  their  privacy.  We  are  trying  to  answer  taxpayers'  questions 
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more  quickly  and  efficiently.  To  accomplish  this,  the  IRS  has  developed  a  Customer 
Service  vision  of  the  future  which  envisions  integrating  our  information  and  data 
systems  and  consolidating  our  telephone  and  correspondence  operations  and  the  cus- 
tomers that  they  serve.  Frontline  employees  will  have  all  the  information  and  tools 
for  earlier  resolution  of  cases  and  taxpayers  will  have  available  a  mixture  of  self- 
help  and  professional  interaction  with  IRS.  Thus,  we  will  provide  taxpayers  with  im- 
proved service  through  the  use  of  technology  and  human  resources. 

Progress  Made 

For  those  taxpayers  who  do  call  IRS,  we  are  designing  a  telephone  system  that 
will  provide  a  menu  of  options  with  expanded  telephone  access.  For  example,  we  ex- 
panded access  to  our  TeleTax  recorded  information  line,  which  offers  taped  informa- 
tion on  148  topics  all  day  every  day,  and  refund  information  16  hours  a  day,  Mon- 
day through  Friday.  Last  year,  we  answered  61  million  TeleTax  calls,  over  twice  the 
30  million  answered  in  fiscal  year  1994. 

In  fiscal  year  1995,  our  telephone  assistors  answered  39  million  calls,  an  increase 
of  more  than  3  million  over  the  prior  year.  We  were  able  to  serve  more  taxpayers 
by  increasing  productivity,  expanding  hours  of  service,  and  installing  call  routing 
equipment  that  allows  us  to  better  manage  our  telephone  workload.  This  technology 
allows  us,  among  other  things,  to  route  calls  to  available  assistors,  who  may  be  in 
the  next  county,  next  State  or  across  the  country. 

Just  3  years  ago,  not  only  were  we  unable  to  move  calls  around  the  country,  but 
our  assistors  had  access  only  to  the  taxpayer  account  information  that  was  stored 
at  the  particular  service  center  that  serviced  their  office.  Technology  has  allowed  us 
to  remove  this  artificial  geographic  barrier  and  to  enhance  our  ability  to  route  calls 
automatically  to  personnel  who  have  both  the  data  and  expertise  needed  to  handle 
taxpayers'  specific  questions.  Last  year,  we  began  providing  nationwide  access  to 
certain  taxpayer  account  information.  As  a  result,  we  could  resolve  issues  with  a 
single  call  75  percent  of  the  time;  and  we  continue  to  bring  more  tax  account  infor- 
mation on-line. 

Despite  these  improvements,  not  every  taxpayer  call  is  being  answered  and  not 
all  taxpayers  who  want  to  be  served  are  Being  served.  We  are  looking  for  other  ways 
to  reduce  the  causes  that  contribute  to  a  taxpayer  needing  to  contact  the  IRS.  At 
the  outset,  that  means  making  the  information  we  do  provide  so  clear  that  tax- 
payers will  not  need  to  contact  us.  We  are  also  reducing  the  number  of  notices  we 
send;  consolidating  multiple  notices;  and  revising  the  remaining  notices  so  that  tax- 
payers need  not  contact  us  for  clarification.  For  example,  we  recently  decided  to 
eliminate  notices  that  are  now  sent  out  about  18  million  times  a  year.  This  is  good 
for  both  the  IRS  since  we  save  $20  million  in  printing  and  postage  and  eliminate 
subsequent  questions  and  for  taxpayers  who  are  relieved  of  unnecessary  contacts. 
We  are  looking  to  eliminate  more.  The  notices  we  will  continue  to  send  are  being 
rewritten  in  clearer  language  so  that  fewer  recipients  will  require  further  expla- 
nation. 

Technology  is  creating  entirely  new  ways  for  taxpayers  to  get  forms  and  informa- 
tion from  us  while  reducing  our  postage  and  printing  costs.  Just  a  few  years  ago, 
taxpayers  requesting  a  publication  or  form  either  had  to  call  us,  have  the  material 
mailed  or  drop  by  one  of  our  offices,  their  local  post  office  or  library.  Not  today — 
at  least  for  many  taxpayers.  Taxpayers  with  access  to  a  computer  and  modem  can 
get  forms  and  information — on  148  topics — anytime,  anywhere  in  the  world  from 
FedWorld  or  our  Web  Site  on  the  Internet.  So  far  this  year,  millions  of  taxpayers 
have  visited  our  Internet  home  page  which  has  been  honored  by  Internet  World 
Magazine  as  one  of  the  four  top  business  models.  On  April  15th  alone,  we  logged 
more  than  1.8  million  "hits"  on  our  home  page,  and  over  100,000  files,  which  contain 
forms  and  publications,  were  downloaded.  Forms  are  also  available  on  CD-ROM 
and,  for  the  first  time  this  year,  through  our  automated  "fax  on  demand"  service. 

Future  Plans 

To  continue  improving  our  service  to  taxpayers,  we  are  developing  additional 
automated  and  interactive  systems  that  will  provide  taxpayers  with  responses  to 
their  tax  law  queries  without  having  to  wait  to  talk  to  an  assistor.  In  addition,  we 
have  developed  an  interactive  application  for  the  Internet  which  allows  taxpayers 
to  ask  questions  and  using  Artificial  Intelligence,  the  taxpayer  receives  all  informa- 
tion on  the  subject  that  is  in  our  Publication  17.  We  plan  to  develop  additional  inter- 
active applications  to  complement  the  existing  IRS  Home  Page. 

Compliance 

Along  with  responsibility  for  serving  taxpayers  and  providing  easier  filing  meth- 
ods, we  are  also  charged  with  enforcing  the  tax  laws — both  civil  and  criminal.  In 
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addition  to  the  improvements  we  have  made  in  serving  taxpayers,  we  are  also  con- 
tinuing to  improve  our  compliance  activities.  This  is  a  matter  of  fairness  so  that  we 
can  assure  those  taxpayers  who  pay  their  fair  share  of  taxes  that  those  who  do  not 
will  be  brought  into  compliance.  Enhancing  our  research  capabilities — the  linchpin 
of  improving  our  compliance  efforts — will  enable  us  to  measure  voluntary  compli- 
ance levels  nationally  and  locally;  identify  broad  market  segments  and  industries 
that  are  noncompliant;  and  affect  taxpayer  behavior  through  a  combination  of  infor- 
mation, education  and  enforcement. 

Progress  Made 

We  have  acquired  the  hardware  and  software  needed  for  our  National  Office  Re- 
search and  Analysis  site,  as  well  as  the  31  local  District  Office  Research  and  Analy- 
sis sites.  This  research  is  helping  our  compliance  employees  select  the  most  produc- 
tive cases  for  examination  and  is  increasing  their  effectiveness  during  those  exami- 
nations. These  improvements  will  produce  not  only  additional  revenue  but  will  also 
reduce  taxpayer  burden  caused  by  an  inefficient  audit  process. 

We  have  other  projects  underway  to  increase  compliance  and  reduce  taxpayer  bur- 
den. The  Totally  Integrated  Examination  System  (TIES),  the  Automated  Under- 
reporter  System  (AUR)  and  the  Integrated  Collection  System  (ICS)  automate  the  ex- 
amination and  collection  activities.  TIES  and  AUR  assist  compliance  personnel  by 
automating  previously  manual  tasks  such  as  report  writing,  tax  and  penalty  com- 
putations and  a  host  of  other  required  actions.  These  automated  systems  reduce  the 
time  period  to  complete  an  examination  by  as  much  as  several  months. 

ICS  assists  collection  personnel  with  the  field  collection  process.  In  fiscal  year 
1995,  ICS  was  used  in  two  districts  and  productivity  in  these  two  districts  increased 
more  than  30  percent.  This  productivity  translates  into  money  "in  the  bank."  In  fis- 
cal year  1996,  eight  districts  will  be  using  ICS.  Depending  on  funding,  during  fiscal 
year  1997,  19  additional  districts  will  be  using  ICS;  and  it  should  be  fully  installed 
nationwide  in  fiscal  year  1998.  Through  fiscal  year  2004,  this  initiative  alone  will 
result  in  an  additional  $2  billion  in  revenue  collected. 

Automation  of  Criminal  Investigation  is  also  underway.  This  past  fiscal  year,  the 
IRS  installed  the  Electronic  Fraud  Detection  System  (EFDS)  at  the  five  service  cen- 
ters handling  electronic  returns  which  enhanced  our  capabilities  for  detecting  and 
stopping  fraudulent  refunds.  As  a  result,  criminal  investigation  identified  more  than 
4,100  refund  schemes  involving  almost  60,000  returns  and  prevented  the  issuance 
of  $78  million  in  erroneous  or  questionable  refunds.  EFDS  was  expanded  this  year 
to  provide  improved  access  and  additional  data  to  make  better  determinations  of 
fraud  potential.  IRS'  fraud  prevention  efforts  are  and  will  continue  to  be  balanced 
with  the  need  to  safeguard  taxpayers'  rights  and  privacy  and  to  minimize  taxpayer 
burden. 

In  addition  to  improvements  through  the  use  of  technology,  we  are  improving  our 
compliance  operations  by  developing  new  compliance  approaches  and  improving  the 
use  of  existing  enforcement  tools.  Through  programs  like  Advanced  Issue  Resolu- 
tion— and  Advance  Pricing  Agreements,  we  are  stressing  early  resolution  of  issues — 
a  practice  that  saves  everyone  money.  We  have  expanded  the  use  of  certain  collec- 
tion tools,  such  as  installment  agreements  and  offers  in  compromise  to  improve  the 
collection  of  tax  debt.  We  are  also  responding  to  taxpayer  concerns,  for  example, 
those  raised  by  the  small  business  community.  In  town  meetings  with  small  busi- 
ness owners  and  the  White  House  Conference  on  Small  Business,  small  business 
owners  described  one  of  their  primary  concerns  as  the  worker  classification  issue — 
whether  workers  should  be  classified  as  employees  or  independent  contractors.  We 
are  taking  actions  administratively  by  revising  our  training  materials,  offering  an 
optional  settlement  program,  and  providing  early  referral  of  employment  tax  issues 
to  Appeals. 

We  are  responding  to  the  increased  sophistication  of  transactions  in  the  financial 
world  and  specialization  in  the  business  community.  Working  with  private  industry, 
we  have  cooperatively  developed  Market  Segment  Specialization  Program  guide- 
lines, focusing  on  the  practical  problems  of  examining  a  market  segment  and  identi- 
fying particular  issues  of  interest  to  the  IRS.  In  turn,  taxpayers  are  better  informed 
about  the  non-compliance  in  that  market  and  about  the  IRS'  position  on  that  issue. 
Through  January  1996,  we  had  issued  27  Market  Segment  guidelines  covering  23 
markets. 

Future  Plans 

Additional  improvements  are  also  planned  for  our  collection  process  which  will 
help  us  to  continue  to  increase  our  collection  yield  and  manage  the  accounts  receiv- 
able inventory  (ARDI).  We  are  developing  an  ARDI  expert  system.  A  prototype  we 
will  begin  using  this  year  will  allow  us  to  predict  collectibility  based  on  case  charac- 
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teristics.  This  system  will  complement  the  Inventory  Delivery  System  (IDS)  which 
will  be  tested  this  fiscal  year.  IDS  ensures  cases  are  routed  to  the  most  effective 
point  in  the  collection  processing  stream.  These  systems  prioritize  work  so  it  is  as- 
signed to  the  point  of  most  likely  resolution  as  early  in  the  process  as  possible.  In 
addition,  we  are  exploring  other  ways  to  alternatively  resolve  issues  earlier  in  the 
compliance  process  which  saves  taixpayers'  time  and  money,  as  well  as  the  IRS. 

Management  Improvements 

In  addition  to  the  progress  we  have  made  in  modernizing  our  three  basic  business 
operations,  to  ensure  our  efforts  are  successful,  we  have  also  strengthened  the  way 
we  manage  our  organization  in  several  areas  including: 

Government  Performance  and  Results  Act  (GPRA) 

The  IRS  volunteered  to  serve  as  a  pilot  agency  for  GPRA.  GPRA  requires  agencies 
to  set  goals,  establish  measures,  and  report  on  their  accomplishments,  as  well  as 
integrate  performance  measures  into  the  budget  and  strategic  planning  process.  Our 
participation  as  a  GPRA  pilot  agency  has  helped  us  to  improve  our  budget,  strategic 
planning  and  evaluation  process.  This  year  as  part  of  our  GPRA  responsibilities,  we 
are  integrating  our  planning,  budgeting  and  assessment  processes  and  will  complete 
the  first  draft  of  an  Integrated  Strategic  Plan  and  Budget  next  month. 

Organizational  Changes 

We  are  realigning  our  organizational  structure  to  make  it  more  efficient,  effective, 
and  flexible.  We  are  concentrating  on  the  work  currently  performed  by  Service  Cen- 
ters, Computing  Centers,  Automated  Collection  and  Taxpayer  Service  telephone 
sites,  and  district  offices.  During  fiscal  year  1994  and  1995,  we  consolidated  our  70 
phone  and  correspondence  operations  into  34  and  will  consolidate  ultimately  in  23 
Customer  Service  Centers.  We  will  soon  be  operating  with  three  Computing  Centers 
responsible  for  centralized  mainframe  computing  instead  of  the  twelve  operating 
today. 

On  October  1,  1995,  the  number  of  regions  was  reduced  from  seven  to  four,  the 
staff  in  the  remaining  four  regions  was  reduced,  and  we  began  to  consolidate  from 
63  district  headquarters  to  33  offices.  The  district  consolidations  are  ahead  of  sched- 
ule and  will  be  completed  by  October  1. 

In  the  summer  of  1993,  we  decreased  the  number  of  locations  providing  adminis- 
trative support  services  from  more  than  80  to  24;  three  more  will  be  eliminated  this 
year.  This  reengineering  of  the  ways  we  deliver  support  to  IRS  employees  has  al- 
lowed us  to  save  over  $61  million  in  salaries  (more  than  800  FTEs)  since  1993.  De- 
spite this  decrease  in  support  services  resources,  the  job  is  getting  done,  but,  not 
without  some  innovations.  To  compensate  for  the  decreases  in  staffing,  we  have  re- 
engineered  many  of  our  administrative  processes  to  be  less  labor  intensive  and  to 
take  advantage  of  available  technology.  Through  an  innovation  we  call  "Employee 
Express,"  our  employees  can  now  manage  their  own  employment  accounts,  directly 
changing  their  tax  withholding,  savings  bond  allotments.  Thrift  Savings  Plan  con- 
tributions and  other  personnel  actions  through  the  use  of  a  touch  tone  telephone  or 
centrally  located  kiosks.  In  the  past,  these  employees  filled  out  forms  and  sent  them 
to  their  personnel  offices  where  other  employees  made  the  changes  to  the  payroll 
system. 

We  have  also  fully  automated  our  travel  accounting  system,  and  this  system  was 
showcased  at  the  March  8  hearing  on  Oversight  of  Government-Wide  Travel  Man- 
agement. We  have  been  able  to  eliminate  all  but  two  steps  of  the  process:  A  certifi- 
cation of  the  claim  by  the  traveler  and  the  approval  by  the  supervisor,  and  employ- 
ees are  reimbursed  in  about  five  to  7  days.  In  fiscal  year  1995,  we  processed  83  per- 
cent of  our  travel  vouchers  or  about  325,000  vouchers  electronically. 

Improving  Our  Capacity  to  Manage  Technology 

As  I  said  earlier,  modernization  of  the  IRS  requires  the  combination  of  improved 
business  processes,  organizational  dexterity  and  well  leveraged  technology  enhance- 
ments. We  have  managed  to  introduce  a  number  of  very  vital  technology  based  im- 
provements into  IRS  operations.  At  the  same  time,  it  is  clear  to  us  that  managing 
and  building  large-scale  integrated  systems  require  more  management  and  technical 
expertise  than  we  currently  have  in-house.  To  ensure  that  thje  right  technology  ef- 
fectively supports  the  changes  in  business  processes  and  organizational  design  dis- 
cussed previously,  we  are  in  the  midst  of  a  major  improvement  in  the  way  we  man- 
age technology.  Very  soon  we  will  be  asking  for  the  opportunity  to  brief  the  staff 
and  members  of  the  Committee  about  these  changes. 
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Employee  Practices  /  Partnership 

When  Executive  Order  12871  was  signed  on  October  1,  1993,  formal  labor  man- 
agement partnerships  were  established  within  the  Federal  Government.  However, 
IRS  and  NTEU  were  already  working  together  jointly  and  cooperatively  since  1987 
with  evidence  of  joint  quality  improvement  efforts  prevalent  throughout  the  Service. 
In  addition,  we  have  established  partnerships  with  management  associations  to  help 
us  address  the  challenges  facing  the  IRS.  Motivation  for  these  joint  undertakings 
was  a  recognized  need  and  desire  to  significantly  improve  the  mission  delivery  of 
the  IRS. 

Conclusion 

Mr  Chairman,  before  concluding,  I  would  like  to  mention  the  meeting  held  in 
Alaska  with  you,  Mr.  Donelson  and  the  Commissioner.  I  know  that  the  Commis- 
sioner and  Mr.  Donelson  found  this  meeting  to  be  very  helpful.  It  provided  them 
the  opportunity  to  meet  with  the  fishing  industry  and  representatives  from  the 
State  of  Alaska  to  get  first  hand  feedback  about  issues  like  the  cooperative  loan  pro- 
gram for  fishers  and  problems  with  the  Permanent  Dividend  Fund.  As  often  hap- 
pens from  meeting  with  States  and  other  interested  parties,  we  have  gotten  new 
ideas.  In  particular,  we  are  going  to  try  and  streamline  the  Form  1040EZ  and 
change  TeleFile  so  that  Alaska  residents  can  use  these  easier  filing  methods. 

We  have  tried  to  demonstrate  to  you  and  the  members  of  the  Committee  the  pri- 
ority and  significance  that  the  IRS  attaches  to  modernizing  the  tax  administration 
system  and  the  significant  progress  that  we  have  made.  Despite  that  progress,  we 
recognize  that  we  still  have  much  to  do.  We  appreciate  this  Committee's  ongoing 
commitment  to  improving  tax  administration  and  we  look  forward  to  your  help. 

Chairman  STEVENS.  Would  you  just  start  off  for  the  record 
here — we  obviously  do  not  have  it  here — I  would  like  for  you  to  give 
us  some  figures  from  1946  and  each  10  years  till  now  how  many 
people,  how  many  employees,  does  the  IRS  have  and  what  is  the 
volume  of  total  taxes  collected? 

Mr.  DOLAN.  We  will  do  that.  Senator. 

[The  requested  information  follows:] 

Information  Provided  by  Mr.  Dolan 

Answer  to  Chairman  Stevens  question  regarding  the  Internal  Revenue  Service's 
collections  and  personnel  from  1946  to  the  present  (in  10  year  increments). 


IRS  Collections  and  Personnel  Chart 


Year 

Gross  Collections" 

Full-Time  Equivalents 

1946  

$40,672,096,998 
75,112,649,000 
128,879,961,342 
302,519,791,922 
782,251,812,000 
1 ,500,000,000,000 

59,693 
50,682 
61,689 
85,712 
95,880 
106,351 

1956  

1966  

1976  

1986  

1996  (Projected)                      

'The  data  has  not  tseen  adjusted  tor  inflation. 

1.  The  data  from  1946,  1956,  1966,  and  1976  is  from  the  annual  reports  from  those  years. 

2.  The  data  from  1986  and  1996  was  provided  by  the  IRS'  Budget  Office.  The  employee  data  from  1986  and 
1996,  as  well  as  the  collection  data  from  1986,  was  taken  from  the  IRS'  budgets  from  those  years.  The  1996  col- 
lection data  was  provided  to  the  Budget  Office  by  the  Office  of  Taxpayer  Service. 

Chairman  STEVENS.  I  want  to  submit  a  series  of  questions  that 
we  worked  up  last  night  to  you  regarding  the  business  vision,  tax- 
payer security,  the  submissions  processing,  customer  service  and 
compliance.  I  have  just  gotten  a  note  that  Senator  Roth's  people 
would  like  to  have  you  answer  for  the  record  the  questions  that  he 
submitted  to  the  GAO  so  that  he  can  have  your  response  to  the 
same  questions.  But  I  do  wish  to  submit  those  to  you.  I  would  ap- 
preciate it  if  you  would  respond  to  them.  We  are  not  meaning  to 
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increase  your  workload.  If  any  of  them  would  lead  you  into  sub- 
stantial expenditures,  just  tell  us  though  and  forget  about  it. 

I  want  to  ask  you  just  a  couple  of  philosophical  questions.  I  am 
sorry  I  have  been  called  to  another  meeting.  But  are  you  not  like 
AT&T  really,  you  just  continue  to  grow,  and  are  we  at  the  place 
where  we  ought  to  think  about  really  dividing  IRS  down  into  some 
management  type  independent  functions?  Have  you  looked  at  the 
question  of  whether  the  problems  we  are  reaching  now  with  the  in- 
dividual taxpayer  come  from  the  complexity  of  the  IRS  operation 
itself  and  should  we  be  dealing  with  an  entity  that  would  be  work- 
ing with  Congress  to  define  the  laws,  another  one  that  would  be 
seeking  compliance  with  those  laws  in  a  voluntary  sense,  and  an- 
other one  that  would  deal  with  those  who  are  not  willing  to  comply 
voluntarily?  Should  we  really  consider  that?  We  have  to  do  with 
this  in  this  Committee  with  government  organization.  One  of  the 
things  we  are  working  on  now  is  government  reorganization.  But 
have  you  looked  at  reorganizing  yourself  to  be  more  functional  in 
the  21st  Century? 

Mr.  DOLAN.  Well,  actually  we  have  done  a  lot  of  that.  Senator, 
and  the  way  we  used  to  run  ourselves  was  as  a  series  of  12  or  15 
relatively  independent  functions,  even  within  the  activities  that 
Jim  Donelson  now  is  responsible  for.  We  would  run  examination  as 
discrete  from  collection  as  discrete  from  criminal  investigation  as 
discrete  from  international,  and  the  functions  on  the  other  side  of 
the  operation  that  were  not  at  that  point  even  housed  within  the 
same  organization,  we  would  think  about  processing  and  taxpayer 
service. 

And  I  think  more  of  what  our  experience  has  been,  and  a  lot  of 
this,  again,  has  come  from  looking  at  good  companies  on  the  out- 
side, is  our  business  is  not  severable  in  the  way  that  we  tried  to 
do  in  the  past.  The  correlation  between  compliance  and  customer 
service  is  not  something  where  you  throw  it  over  the  wall.  And  so 
we  have  tried  to  integrate  better  those  components  rather  than 
break  them  off  and  do  them  under  separate  headings. 

Chairman  STEVENS.  Well,  that  is  fair,  but  it  is  also  fair  to  say 
you  talk  about  the  individual  person  out  there,  agent,  who  is  seek- 
ing compliance  and  being  able  to  return  to  the  Treasury  several 
times  that  person's  salary,  but  behind  that  person  is  several  other 
salaries,  maybe  nine  or  10  times  that  salary,  in  terms  of  maintain- 
ing the  IRS.  And  you  are  taking  credit  for  having  collected  money 
down  there,  that  one  guy  in  the  street,  you  are  not  taking  the  ques- 
tion of  the  liability  for  this  enormous  monolithic  organization  that 
is  behind  it.  That  is  what  led  AT&T  to  split  up.  Ajid  they  finally 
realized  how  much  it  was  costing  if  behind  each  one  of  these  people 
were  10  or  11  other  people.  Now  you  have  the  same  thing  that  is 
coming  now. 

Mr.  DOLAN.  Senator,  please  do  not  hear  me  say  that  I  want  you 
to  have  us  play  a  pat  hand  because  that  is  not  what  we  are  trying. 
There  are  parts  of  our  operation — we  have  done  an  awful  lot  of 
what  our  vision  tries  to  overcome,  that  is  the  fact  that  we  have  a 
huge  number  of  our  people  who  are  essentially  doing  rework 
today — doing  correcting  things  that  did  not  happen  right  the  first 
time.  That  is  stuff  that  you  ought  to  be  able,  we  want  to  be  able 
to,  blow  out  of  the  system  altogether  and  take  some  of  that  cost 
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out.  Part  of  what  we  have  done  in  our  reorganization  is  look  at  how 
much  overhead  we  had  and  take  that  cost  out. 

Chairman  Stevens.  But  what  I  am  saying  is  you — and  my  friend 
is  going  to  go  into  this  a  Httle  bit  more  than  I  perhaps,  and  I  will 
not  be  able  to  be  here  for  it — but  you  tell  us  give  you  more  money 
and  you  will  collect  more  money.  You  do  get  more  money  and  you 
collect  more  money,  but  the  total  cost  to  the  government  is  a  lot 
more  money  than  you  collect  because  of  the  operation  of  the  IRS 
itself.  And  the  reason  you  get  down  to  the  fact  you  got  to  put  the 
person  on  the  street  to  collect  is  because  the  systems  we  have  de- 
veloped for  voluntary  compliance  have  failed.  They  are  not  increas- 
ing voluntary  compliance. 

Now,  you  say  that  is  unfair,  but  we  have  not  had,  and  that  is 
why  I  want  some  of  this  fixed,  you  have  not  had  a  basic  increase 
in  voluntary  compliance  despite  how  much  money  we  spent  putting 
people  out  there  to  collect  from  those  who  will  not  comply. 

Mr.  DOLAN.  Senator,  I  think  we  will  give  you  that  data,  and  I 
think  the  comment  that  Ms.  Willis  made  that  I  would  not  argue 
with,  is  that  the  compliance  level  has  been  pretty  constant.  She 
called  it  stagnant.  I  would  call  it  constant.  I  would  say  that  clearly 
a  lot  more  than  how  many  revenue  officers  or  revenue  agents  are 
on  the  street  drives  that.  An  awful  lot  of  what  has  happened  over 
the  last  10  years  has  been  that  there  is  a  significant  trend  to  in- 
come that  is  not  supported  by  any  form  of  information  matching. 
I  mean  there  is  a  tremendous  burgeoning  of  a  cash-based  economy 
that  at  the  end  of  the  day  has  some  bearing  on  what  amount — we 
know  that  where  income  is  matched  by  an  information  document 
it  is  in  the  high  90  percent,  that  people  will  report  and  pay  the 
right  amount.  Where  it  is  not,  it  goes  down  60,  50,  or  40  percent. 
So  that  is  a  function  of  what  keeps  that  constant  compliance  rate 
as  well. 

Chairman  Stevens.  I  hope  you  will  excuse  me,  my  good  fi*iend. 
This  is  a  visitor  from  out  of  the  country  who  has  come  to  my  office. 
I  am  sorry.  I  must  go.  Thank  you  very  much. 

Senator  Glenn.  OK.  Thank  you.  And  I  will 

Chairman  Ste\^ns.  There  may  be  other  questions,  by  the  way, 
from  other  Members.  We  have  not  had  any  yet,  but  we  did  give  you 
Senator  Roth's. 

Mr.  DOLAN.  Senator,  if  I  might,  I  did  something  pretty  rude.  I 
was  so  anxious  to  take  the  lead  here,  I  did  not  introduce  my  col- 
leagues, Jim  Donelson,  and  Judy  Van  Alfen,  our  Associate  Commis- 
sioner, and  I  did  not  do  the  right  routine  on  the  front  end. 

Senator  Glenn.  And  I  think  the  recorder  has  their  positions  for 
the  record. 

Mr.  Dolan.  Yes.  My  apologies  to  you  both. 

Chairman  Stevens.  Thank  you  very  much. 

Senator  Glenn  [Presiding].  Thank  you  much.  Just  to  follow  on 
with  the  Chairman's  comment  a  moment  ago  here,  I  think  the  cost 
of  IRS,  you  have  to  lay  that  off  against  the  $1.6  trillion  we  collect. 

Mr.  Dolan.  That  is  actually  what  Jim  was  whispering  in  my  ear. 
Senator,  as  I  was  fumbling  for  the  right  answer. 

Senator  Glenn.  I  was  not  reading  his  lips.  And  that  has  gone  up 
tremendously,  and  I  was  also  going  to  say,  and  I  am  sorry  Senator 
Stevens  has  left,  but  I  was  going  to  say  if  we  want  to  see  why  you 


136 

have  such  a  problem  over  there,  it  is  not  necessarily  all  your  fault 
in  that  I  think  we  need  to  look  in  the  mirror  a  little  bit  up  here, 
and  that  the  tax  law  we  have  created  through  the  years  is  such  a 
complex,  convoluted,  intricate  thing,  and  do  not  take  me  seriously 
on  my  next  comment,  but  it  makes  a  flat  tax  look  great.  And  I  am 
not  for  a  flat  tax,  but  I  think  that  would  be  very  unfair,  but  never- 
theless people  do  get  upset  about  these  things. 

So  I  do  not  know,  when  we  have  gone  to  a  system  in  this  country 
that  is  so  complex — what  is  it — about  50  percent  of  the  people  now 
have  to  have  outside  help  to  do  their  taxes — is  that  not  the  figure? 

Mr.  DOLAN.  That  is  the  way  it  breaks  out  today,  yes. 

Senator  Glenn.  Fifty  or  51  percent,  I  think  I  saw  a  figure  on, 
and  the  fact  that  you  set  up  a  whole  battery  of  people  to  try  and 
take  tax  calls.  Well,  I  am  sorry  everybody  does  not  get  through,  too, 
but  I  think  we  have  created  an  enormously  complex  tax  system 
here. 

Staff  gave  me  this  thing,  and  I  had  not  seen  this  before  I  made 
my  comments  of  a  few  minutes  ago  here,  but  we  have,  under 
project  description,  there  are  23  different  parts  of  this.  Under  input 
processing,  there  are  seven  parts.  Under  project  description,  an- 
other 10.  Under  computing,  8.  Under  compliance,  8.  These  are  all, 
these  are,  I  guess  what  I  am  building  up  to  is  do  you  think  my  idea 
of  a  PERT  chart  would  be  useful  for  you  as  a  management  tool  as 
well  as  help  us  understand  some  of  this  thing  better.  You  know  you 
have  three  basic  functions  over  there  that  you  get  into.  You  have 
the  submissions  processing,  the  customer  service  and  compliance. 
Well,  those  are  three  you  put  up.  And  under  each  one  of  those  are 
probably  20  or  25  different  items  that  you  are  working  on  to  make 
those  systems  better  and  make  them  work,  and  each  one  of  those 
subsystems  then  has  their  own  little  sets,  and  they  all  have  time 
lines,  and  if  you  have  sat  down  with  your  people  and  said,  now, 
when  you  can  do  this  on  this  little  time  line  down  here,  and  you 
tell  me  how  long  it  is  going  to  take  you  to  do  it,  and  that  person 
says  I  think  I  can  do  that  in  90  days,  and  then  you  put  that  on 
the  PERT  chart,  then  you  got  to  come  back,  how  are  you  doing  with 
that  90  day  estimate  here?  You  got  a  good  management  tool  to 
make  sure  everybody  comes  up  with  it  in  their  specialty  area. 

It  seems  to  me  that  in  something  as  complex  as  what  you  are 
dealing  with  that  that  would  not  be  a  bad  idea  to  help  explain  it 
to  the  Congress  that  is  not  looking  at  papers  on  this  every  single 
hour  of  every  day  like  you  people  are,  and  it  is  a  good  management 
tool  for  you  in  some  very  complex  thing  like  this,  too.  I  do  not 
know.  Maybe  you  are  already  using  this. 

Mr.  DOLAN.  Senator,  you  are  right  on  the  money. 

Senator  Glenn.  Are  you  already  using  something  like  that?  If 
not,  and  I  do  not  want  you  to  spend  $50  million  trying  to  set  some- 
thing up.  It  seems  to  me,  though,  that  you  could  be  doing  this  at 
very  little  expense.  It  is  going  to  be  a  big  spread  sheet  when  we 
get  this  thing. 

Mr.  DOLAN.  I  would  want  to  have  Judy  make  a  comment  or  two, 
Senator.  I  think  that  one  of  the  observations  that  we  do  not  run 
away  fi-om,  that  Dr.  Stillman  made  and  that  the  GAG  has  made, 
is  that  some  of  the  precision  with  which  we  have  done  that  in  the 
past  has  not  been  what  it  should  have  been.  I  think,  what  we  are 
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hopeful  you  will  see  in  the  reports  that  are  forthcoming,  is  that  we 
have  some  pretty  good  ideas  how  to  turn  that  around,  but  Judy 
may  want  to  spend  a  minute  on  your  specific  question. 

Ms.  Van  Alfen.  Yes.  I  was  very  interested  in  your  comment 
when  you  related  to  the  PERT  chart.  One  of  the  things  that  I  think 
you  might  be  interested  to  know  is  that  the  National  Research 
Council  recommended  to  us  that  we  visit  NASA  and  take  a  look  at 
how  they  manage  projects  and  how  they  identify  measures.  Mr. 
Dolan  and  I  did  that  when  I  first  came  into  the  position  in  early 
October  and  have  found  our  visit  very  beneficial,  and  they  were  ex- 
tremely helpful. 

We  have  transition  plans  and  schedules,  and  they  break  down  to 
a  very  low  level,  which  identifies  the  operational  capabilities  that 
we  are  trying  to  implement  within  each  of  these  various  segments, 
computing  sites,  submission  processing,  customer  service  activities. 
Based  on  the  recommendations  that  we  have  gotten  from  GAO, 
NRC  and  others,  we  have  tried  to  perfect  those  plans  and  sched- 
ules. And  when  we  do  have  an  opportunity  to  share  with  you  and 
members  of  your  staff  the  plans  that  the  Deputy  Secretary  will 
submit  to  you,  I  think  that  you  will  see  that  we  have  pulled  a  lot 
of  the  information  that  you  identified  together. 

You  made  a  comment  that  you  believe  that  it  would  be  helpful 
if  you  understood  some  of  these  initiatives — which  ones  are  pri- 
mary, which  ones  are  secondary,  what  are  the  interdependencies 
among  these  initiatives.  We  have  done  that.  And  you  will  get  that 
in  our  plans  that  we  will  be  submitting. 

Senator  Glenn.  OK.  Good.  I  think  it  would  help  me,  and  I  do  not 
know,  you  might  want  to  talk  to  the  Commissioner  about  that  and 
see  whether  we  need  something  like  a  giant  spread  sheet  that 
helps  Congress,  which  does  not  deal  this  with  everyday,  to  under- 
stand it,  and  I  think  it  is  a  good  management  tool  for  you  to  use 
anyway.  You  have  got  this  all  broken  down  in  so  many  systems, 
subsystems,  sub-sub-sub-systems,  on  down  here,  and  I  think  it 
might  be  something  for  you  to  consider. 

I  do  not  have  a  whole  lot  more  to  ask.  I  have  been  supportive 
of  TSM.  I  guess  my  basic  bottom  line  on  it  is  I  do  not  see  where 
we  go  if  we  do  not  make  TSM  work.  And  it  may  have  100  different 
parts  to  it.  We  have  got  to  make  them  work.  And  if  some  of  them 
are  not  working,  then  we  can  see  that  off  of  a  chart  or  we  can  see 
it  as  they  are  not  productive  and  eliminate  those.  But  somehow  we 
got  to  get  going  on  these.  Mr.  Donelson,  I  wanted  to  ask  you  how 
you  are  coming  on  the  $36.6  billion?  Are  we  making  progress  in 
that  area  or  did  you  agree  with  my  comments  awhile  ago — I  pre- 
sume you  did — on  the  reductions  that  we  put  on  your  compliance 
initiative  money  last  year.  I  thought  that  was  very  shortsighted. 
We  cannot  expect  you  to  go  out  and  get  the  $36.6  billion  that  is 
out  there  ready  to  be  collected. 

These  are  just  people,  many  of  them  are  scofflaws,  just  not  filing 
and  so  on.  We  have  to  be  able  to  go  out  and  get  people  like  that. 
I  thought  we  were  moving  along  pretty  good  on  that.  And  this  re- 
port that  we  have  shows  even  in  just  that  initial  stage,  it  is  about 
2y2  to  1  return  on  the  money  invested.  Do  you  agree  with  that  ap- 
proximate figure? 


138 

Mr.  DONELSON.  Yes,  I  do,  Senator.  As  a  matter  of  fact,  the  good 
news  is  half  way  through  this  fiscal  year,  even  though  we  had  our 
initiative  cut  in  1996,  we  are  still  reaping  the  benefits  of  that,  and 
we  are  about  $2  billion  ahead  of  last  year's  pace  in  terms  of  our 
total  collection.  So  there  are  still  some  benefits  to  be  derived  even 
though  the  agency  was  cut  in  that  compliance  initiative.  And  the 
problem  that  creates  for  us  when  we  go  out  and  hire  5,000  or  6,000 
agents  thinking  that  we  have  a  5-year  investment  in  fi-ont  of  us, 
and  then  the  second  year  the  investment  does  not  show  up,  then 
we  are  faced  with  having  excess  folks  on  the  rolls  without  the 
money  to  pay  for  them,  and  we  have  to  make  very  difficult  deci- 
sions throughout  the  agency's  budget.  So  having  a  5-year  deal  is 
great  as  long  as  the  deal  follows  through  for  all  5  years.  When  the 
rug  is  taken  out  from  under  after  1  year,  it  is  real  difficult  to  keep 
that  momentum  going. 

I  think  that  if  we  get  the  revenue  protection  initiative  that  we 
are  looking  for  in  this  year's  budget,  we  will  be  able  to  get  back 
on  track  real  fast,  and  realize  some  of  those  monies  you  were  refer- 
ring to. 

Senator  GLENN.  Well,  we  made  a  real  fight  on  that  last  year,  and 
in  the  tidal  wave  that  was  going  on  last  year  around  here,  we  just 
flat  lost. 

Mr.  DoNELSON.  I  understand  that. 

Senator  Glenn.  We  had  the  vote  and  I  did  not  have  the  votes, 
and  I  was  disappointed  we  could  not  keep  that  going  because  I 
thought  we  were  going  to  get  back  several  times  the  money  we 
spent,  and  I  thought  that  was  good. 

Mr.  DOLAN.  Senator,  I  know  the  Commissioner  has  thanked  you 
personally  for  your  role,  and  as  the  career  folks  we  are  also  very 
appreciative  of  the  role  you  did  play  in  trying  to  do  that  last  year. 

Senator  Glenn.  I  am  going  to  end  this,  and  we  may  want  to 
give — in  fact,  we  will  submit  additional  list  of  questions  to  you.  We 
would  appreciate  your  early  response  so  we  can  get  them  in  the 
hearing  record  and  I  might  want  to  talk  to  you  more  and  talk  to 
the  Commissioner  a  little  more  about  this  idea  of  a  PERT  chart, 
and  you  said  you  had  seen  some  of  this  stuff. 

This  is  the  way  to  manage  some  very,  very  complex  things, 
things  that  are  on  a  time  base,  where  everything  has  to  come  to- 
gether at  a  certain  time  or  nothing  happens.  And  there  are  so 
many  hundreds  and  hundreds  of  sub-items  here  that  this  would 
help  you — I  am  thinking  out  loud  here — but  it  seems  to  me  this 
would  help  you,  too.  One  of  the  things  that  I  had  talked  to  her 
about  before  and  I  have  talked  to  you  and  said  it  in  open  hearings 
before,  I  thought  the  plans  that  you  people  have  and  the  Commis- 
sioner had  all  look  very  good.  Now  that  is  fine  except  what  happens 
when  you  get  another  two  or  three  levels  down  and  nothing  hap- 
pens? And  I  have  said  this  looks  too  often  like  you  have  grand 
plans,  and  it  is  like  sailing  a  paper  airplane  off  into  the  Grand 
Canyon.  You  just  do  not  see  it  again.  Nothing  happens. 

And  so  if  you  had  something  like  the  management  tool  of  a  big 
PERT  chart  that  shows  every  individual  down  to  each  little  individ- 
ual office's  part  of  this,  what  their  part  of  it  is,  and  how  if  they  do 
not  hit  their  time  line,  something  does  not  happen  here,  and  they 
are  going  to  get  called  on  the  carpet  if  their  time  line  does  not  hit 
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with  something  here  that  something  else  depends  on.  And  so  it  is 
a  way  to  manage  your  sub-level  people  that  may  have  been  too  cav- 
alier in  just  sort  of  dismissing,  well,  this  is  another  plan  for  the 
people  that  are  in  here  for  3  or  4  years,  and  we  will  not  bother  to 
change  this  too  much  right  now.  We  will  not  get  with  it  as  much 
as  we  should. 

So  it  gives  you  a  good  management  tool,  too,  to  get  down  there 
and  dig  out  some  of  these  people  that  are  not  implementing  the 
things  that  you  send  downhill  as  directives  from  on  high  that  never 
really  get  put  into  effect  down  there.  So  we  may  want  to  talk  a  lit- 
tle bit  more  about  this  and  we  will  end  the  hearing  now.  We  will 
have  additional  questions  for  you.  Thank  you  all  very  much. 

Mr.  DOLAN.  Thank  you. 

Senator  Glenn.  The  hearing  stands  in  recess. 

[Whereupon,  at  11:55  a.m.,  the  Committee  was  adjourned.] 


OVERSIGHT  OF  THE  INTERNAL  REVENUE 
SERVICE  FINANCIAL  MANAGEMENT 


THURSDAY,  JUNE  6,  1996 

U.S.  Senate, 
Committee  on  Governmental  Affairs, 

Washington,  DC. 
The  Subcommittee  met,  pursuant  to  notice,   at   10:10  a.m.,  in 
room    342,    Dirksen   Senate   Office   Building,    Hon.    Ted   Stevens, 
Chairman  of  the  Committee,  presiding. 
Present:  Senator  Stevens. 

OPENING  STATEMENT  OF  CHAIRMAN  STEVENS 

Chairman  Stevens.  I  am  told  that  Senator  Glenn  has  a  break- 
fast meeting  and  has  been  slightly  delayed,  so  let  me  start  this  off 
and  he  will  be  with  us  in  a  few  minutes. 

We  are  going  to  conduct  the  third  in  a  series  of  oversight  hear- 
ings to  try  to  gain  some  understanding  about  the  Internal  Revenue 
Service's  capability  to  modernize  for  the  21st  Century  and  want  to 
focus  on  the  IRS  financial  management  issues  today.  I  understand 
that  GAO  has  determined  that  the  IRS  does  not  have  an  auditable 
valid  financial  statement  and  we  want  to  hear  about  that  today. 

We  have  spent  now  about  $3  billion  modernizing  the  computer 
systems  of  the  Internal  Revenue  Service  and  we  want  to  know  if 
you  can  tell  us  how  much  has  been  collected  in  taxes  and  if  we  can 
account  for  what  has  been  spent  for  that  modernization  endeavor. 

I  do  not  think  there  is  an  agency  that  means  as  much  to  Ameri- 
cans. This  agency  insists  that  we  keep  our  books  straight,  we  keep 
our  records,  and  we  maintain  auditable  accounts  so  that  they  can 
come  tell  us  whether  we  have  been  honest  and  fair  with  the  gov- 
ernment. I  think  that  the  IRS  has  to  set  the  same  example,  as  a 
matter  of  fact,  even  more  so,  by  holding  itself  to  even  higher  finan- 
cial auditable  standards  than  it  applies  to  taxpayers. 

The  role  of  the  branch  audit  is  to  identify  if  an  agency  is  pushing 
off  its  problems  to  the  future  with  the  hope  that  there  will  be  funds 
to  fix  the  problems  when  those  problems  become  unmanageable  at 
a  later  date.  That  is  just  not  acceptable.  We  want  to  hear  from  you 
whether  there  are  significant  unfunded  requirements  that  exist  in 
this  computer  and  software  problem,  and  I  guess  there  is  more 
than  one  problem,  so  these  problems,  I  should  say. 

Also,  I  am  interested  in  the  overall  problem  associated  with  the 
year  2000,  which  there  has  been  a  lot  written  about.  I  had  some 
advice  from  a  very  distinguished  thinker  who  told  me  to  forget 
about  that,  that  the  computers  will  go  away  before  the  year  2000 
gets  here.  So  the  way  technology  is  tumbling,  maybe  we  are  all 

(141) 


142 

worrying  about  that  year  2000  too  much.  But  I  do  want  to  know 
if  the  IRS  has  contemplated  the  costs  that  might  be  associated  with 
the  year  2000  problem,  and  if  there  are  such  costs  envisioned  in 
their  unique  entity,  where  they  intend  to  get  the  monies  to  pay  for 
them. 

The  first  panel  here  is  Ms.  Valerie  Lau,  the  Treasury  Depart- 
ment Inspector  General.  We  are  glad  to  have  you  here.  We  also 
have  Greg  HoUoway,  the  Director  of  the  Government- Wide  Audits 
of  the  General  Accounting  Office.  We  will  have  a  second  panel, 
Tony  Musick  of  the  Internal  Revenue  Service,  the  Chief  Financial 
Officer. 

I  would  suggest  that  we  proceed.  I  do  not  know  who  would  like 
to  go  first.  I  think  we  ought  to  listen  to  you  first,  Ms.  Lau,  if  that 
is  all  right. 

TESTIMONY  OF  VALERIE  LAU,i  INSPECTOR  GENERAL,  U.S. 
DEPARTMENT  OF  THE  TREASURY 

Ms.  Lau.  I  would  be  happy  to.  Chairman  Stevens,  thank  you.  I 
am  very  pleased  to  be  here  with  you  today  to  discuss  IRS  financial 
management  issues. 

My  office  has  generally  approached  IRS  issues  through  the  lens 
of  the  oversight  function.  The  Inspector  General  Act  provides  my 
office  with  oversight  authority  for  the  IRS  Chief  Inspector's  Office, 
which  performs  the  primary  role  of  auditing  IRS's  internal  matters. 
In  addition,  my  office  has  the  authority  to  directly  audit  any  IRS 
issues  that  warrant  our  attention. 

So  far,  I  believe  the  work  undertaken  or  in  progress  by  the  Chief 
Inspector  and  the  General  Accounting  Office  have  provided  exten- 
sive coverage  of  IRS's  financial  management  activities.  I  have  been 
careful,  therefore,  to  avoid  duplicating  audit  effort.  Accordingly,  I 
have  directed  my  office's  efforts  to  those  areas  most  in  need  of  In- 
spector General  oversight.  Today,  I  will  discuss  four  efforts. 

First,  FMFIA,  or  the  Federal  Managers'  Financial  Integrity  Act. 
Seeing  to  it  that  the  weaknesses  identified  in  the  FMFIA  process 
have  been  classified  properly  has  required  some  assertiveness  by 
the  IRS  Chief  Inspector's  Office,  which  I  have  fully  supported.  Let 
me  explain. 

Management's  conclusions  concerning  FMFIA  compliance  are 
based  on  self-evaluations,  which,  by  their  nature,  are  not  exact  and 
expose  the  process  to  subjectivity.  In  its  1995  assurance  letter  to 
the  Secretary,  IRS  characterized  the  problems  it  is  facing  with 
TSM  as  an  area  of  concern  while  the  Chief  Inspector's  Office  rec- 
ommended TSM  be  classified  as  a  material  weakness.  This  may 
seem  subtle,  but  the  difference  between  an  area  of  concern  and  a 
material  weakness  could  be  the  deciding  factor  in  whether  or  not 
IRS  can  provide  reasonable  assurance  to  the  President  and  the 
Congress. 

One  year  earlier,  a  similar  disagreement  occurred.  In  that  in- 
stance, the  Department  did  not  report  TSM  as  a  material  weakness 
but  did  include  a  statement  in  its  assurance  letter  noteing  my  of- 
fice's position  that  TSM  was  a  material  risk  requiring  close  mon- 
itoring by  senior  departmental  and  IRS  management.  This  issue 
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was  also  highlighted  in  my  April  1995  semiannual  report  to  Con- 
gress. 

With  the  1995  FMFIA  cycle,  however,  I  am  pleased  to  report  that 
our  position  was  accepted  by  both  the  Commissioner  and  the  Sec- 
retary. TSM  is  identified  as  a  material  weakness  in  the  Depart- 
ment's 1995  assurance  letter. 

Second,  we  have  reviewed  the  effectiveness  of  the  Department's 
oversight  of  TSM.  This  review  is  conducted  from  fall  1994  to  spring 
1995.  Our  report  called  for  improvements  in  the  Department's  over- 
sight. The  Department  has  since  taken  a  number  of  steps  to 
strengthen  its  effectiveness. 

Third,  we  conducted  a  follow-up  review  of  IRS  actions  to  correct 
problems  with  employee  browsing  of  taxpayer  information.  In  1994, 
we  reported  to  the  Chairman  of  this  Committee  that  the  Chief  In- 
spector's efforts  to  address  this  problem  had  been  extensive.  Our 
follow-up  report  issued  in  March  of  this  year  summarizes  the  Serv- 
ice's progress  in  implementing  our  recommendation. 

We  found  that  the  IRS  had  taken  action  to  prevent  further 
abuses.  We  made  seven  additional  recommendations  regarding  sys- 
tems security.  IRS  management  agreed  with  our  recommendations 
and  detailed  corrective  actions,  both  planned  and  already  com- 
pleted. We  believe  that  those  actions,  when  fully  implem.ented,  will 
correct  the  problems  we  noted. 

Fourth  and  last,  we  have  been  working  closely  with  the  Chief  In- 
spector's Office  and  with  GAO  in  forming  partnership  arrange- 
ments. This  summer,  we  will  jointly  audit  the  1996  IRS  financial 
statements.  I  have  every  confidence  that  this  combined  effort  wilL 
contribute  to  continued  progress  in  resolving  IRS's  financial  man- 
agement problems. 

Also,  together  with  the  Chief  Inspector's  Office,  we  recently  com- 
pleted an  analysis  of  the  internal  controls  over  the  processing  and 
issuance  of  income  tax  refunds  totaling  more  than  $96  billion  for 
1994. 

Mr.  Chairman,  this  concludes  my  statement.  Thank  you. 

Chairman  Stevens.  Thank  you.  We  will  get  back  to  that. 

Mr.  Holloway,  will  you  identify  for  the  record  the  people  you 
have  with  you,  please? 

TESTIMONY  OF  GREGORY  M.  HOLLOWAY,i  DIRECTOR,  GOV- 
ERNME^rT-WIDE  AUDITS,  ACCOUNTING  AND  INFORMATION 
MANAGEMENT  DIVISION,  U.S.  GENERAL  ACCOUNTING  OF- 
FICE; ACCOMPANIED  BY  DIANNE  GUENSBERG,  ASSISTANT 
DIRECTOR,  GOVERNMENT-WIDE  AUDITS,  AND  ELEANOR 
LONG,  AUDIT  MANAGER,  GOVERNMENT-WIDE  AUDITS,  U.S. 
GENERAL  ACCOUNTING  OFFICE 

Mr.  Holloway.  Thank  you  for  this  opportunity  to  come  before 
you  to  talk  about  the  results  of  our  audit  and  the  financial  manage- 
ment issues  that  we  found. 

I  have  with  me  this  morning  Dianne  Guensberg,  who  is  our  As- 
sistant Director  and  has  the  principal  responsibility  for  the  per- 
formance of  the  audit  of  the  Internal  Revenue  Service  on  my  right, 
and  on  my  left,  I  have  Eleanor  Long,  who  is  our  most  senior  man- 
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agement  on  the  engagement  and  has  been  responsible  for  the  reve- 
nue and  accounts  receivable-related  issues,  also. 

We  look  forward  to  this  hearing  to  talk  about  financial  manage- 
ment because  we  believe  it  is  a  very  important  occurrence  in  gov- 
ernment right  now.  I  would  like  to  briefly  talk  a  little  bit  about  just 
financial  management  and  then  more  specifically  about  IRS  and 
then  give  way  to  any  questions  that  you  might  have. 

Let  me  just  first  say  that  as  I  reflect  on  the  history  of  financial 
management  in  government,  and  it  has  been  an  interesting  history 
for  me,  having  come  fi*om  the  private  sector,  is  to  say  that  in  the 
government,  and  not  only  in  the  government  but  even  in  the  pri- 
vate sector,  there  is  no  cure  for  making  bad  decisions.  But  one 
thing  that  is  certain,  when  you  have  poor  financial  management, 
there  is  a  much  greater  vulnerability  to  making  bad  decisions  than 
when  you  have  good  financial  management.  So  I  think  it  is  critical 
that  we  improve  financial  management  in  the  government  sector. 

You  could  have  very  effective  operations,  but  if  you  have  bad  fi- 
nancial management  in  the  private  sector,  it  usually  means  you 
will  end  up  going  out  of  business.  At  an  individual  level,  it  prob- 
ably means  at  some  point  you  will  become  bankrupt.  But  in  the 
Federal  Grovernment,  it  has  basically  meant  that  we  have  gotten  $5 
trillion  in  debt  and  probably  a  lot  of  people  with  very  little  con- 
fidence in  government. 

So  when  you  look  at  the  criticality  of  financial  management,  I 
think  some  of  the  things  that  have  contributed  to  that  is  the  wrong 
reward  system,  and  that  reward  system  being  the  goal  historically 
being  to  break  even,  whereas  in  the  private  sector  it  is  to  make 
money  to  stay  in  business.  At  an  individual  level,  it  is  to  have 
money  to  do  the  things  in  life  we  want  to  do  before  this  life  ends. 

So  I  think  it  is  important  that  that  model  no  longer  be  the  suc- 
cess model  for  the  Federal  Government,  and  I  think  through  efforts 
like  these  and  others  that  have  been  made  by  this  Committee,  we 
are  reshaping  the  focus  of  government  and  financial  management 
in  government  to,  hopefully,  where  now  it  is  similar,  that  our  goal 
is  good  financial  management,  that  along  with  good  decisions  in 
the  private  sector  means  you  will  make  money  and  be  profitable 
and  stay  in  business.  At  an  individual  level,  you  will  be  able  to 
take  vacations  to  places  like  Alaska  in  the  summertime. 

Chairman  Stevens.  Our  best  fi*iends  visit  us  in  the  wintertime. 
[Laughter.] 

Mr.  HOLLOWAY.  And  it  will  result  in  good  government,  a  govern- 
ment where  you  can  make  informed  decisions.  I  heard  on  one  occa- 
sion when  I  was  in  the  audience  of  one  of  your  hearings  and  I 
heard  you  talk  about  the  need  to  have  a  good  accounting  system, 
where  on  a  real-time  basis  you  could  have  information  to  make  de- 
cisions from.  I  am  just  a  corny  enough  accountant  that  that  means 
something  to  me,  because  I  know  the  value  of  good  information, 
having  been  in  the  private  sector  and  now  in  the  public  sector.  It 
is  just  critical,  and  particularly  in  these  austere  times. 

So  there  is  no  substitute  for  good  financial  information.  I  think 
your  leadership  in  this  area  is  crucial  because  I  think  it  keeps  ev- 
erybody pressing  harder  to  the  goal  to  know  that  Congress  cares 
and  that  it  is  something  they  want. 
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I  would  like  to  talk  a  little  bit  about  financial  statements,  be- 
cause a  lot  of  times  in  the  Federal  sector  you  always  hear  people 
say,  why  is  it  important  to  have  financial  statements?  I  think  it  is 
important  for  people  to  understand  what  financial  statements  do 
and  do  not  do. 

One  of  the  things  that  financial  statements  do  is  provide  a  report 
card.  It  gives  you  something  where  management  has  to  assert  how 
they  have  performed  and  what  they  have  done  with  the  resources 
that  have  been  entrusted  to  them.  If  you  want  to  carry  that,  and 
I  like  to  try  to  carry  it  to  a  personal  level  because  it  is  easier  to 
understand.  In  many  respects,  the  tax  returns  that  we  all  file  every 
year  is  a  financial  statement  and  it  attempts  to  show  what  level 
of  resources  we  have  that  effectively  are  taxable.  There  is  the  ex- 
pectation that  we  report  that  with  integrity  and  that  the  numbers 
be  reliable  and  supportable  so  as  to  allow  for  the  proper  amount 
of  tax  to  be  levied. 

The  reason  that  becomes  important  is  because  it  allows  those 
that  have  the  responsibility  of  executing  it  and  it  allows  the  gov- 
ernment to  know  that  the  amount  of  tax  that  we  are  collecting  to 
operate  our  government  with  and  that  we  are  using  in  our  oper- 
ations is  the  right  amount  and  it  is  the  fair  amount  and  it  is  the 
amount  that  it  should  be. 

Likewise,  in  the  Federal  sector,  as  I  sit  here  before  you  today, 
it  is  not  only  as  a  representative  of  GAO  that  did  the  audit  of  IRS 
but  also  as  a  taxpayer,  and  I  believe  personally  that  taxpayers 
have  a  right  to  know,  and  I  think  part  of  that  right  to  know  stems 
with  knowing  that  as  we  invest  in  our  government  through  taxes, 
how  the  monies  are  being  spent,  that  they  are  being  collected  fairly 
and  squarely,  and  a  lot  of  that  comes  through  as  a  result  of  report- 
ing financial  statements. 

Financial  statements  are  a  minimum  indicator,  I  believe,  of  an 
entity  or  an  individual's  capacity  to  execute  good  financial  manage- 
ment. What  I  mean  by  that,  if  you  could  look  at  it  at  a  personal 
level,  when  you  think  about  your  own  personal  finances,  whether 
you  are  applying  for  a  bank  loan  or  preparing  your  tax  return,  you 
need  to  have  the  capacity  to  look  at  the  transaction  that  you  have 
done  over  a  given  period  of  time  and  to  articulate  that  to  a  user 
of  that  information  in  a  way  that  they  can  understand  it  and  make 
some  informed  decisions  about  your  financial  performance  and  con- 
dition. 

It  is  no  different  here.  I  think  taxpayers  have  a  right  to  know. 
I  think  they  need  to  know  what  the  distribution  and  share  of  taxes 
are,  who  it  is  coming  from.  They  need  to  know  how  IRS  is  using 
the  money  that  it  is  using  and  what  they  are  getting  for  it,  and 
that  is  what  financial  statements  are  designed  to  do. 

But  I  think  the  most  important  thing  to  recognize  is  that  they 
represent  management's  assertion,  and  in  this  case,  IRS's  manage- 
ment's assertion,  of  exactly  what  they  have  done. 

The  last  example  that  I  like  to  give  in  this  scenario  is  I  am  mind- 
ful of  when  I  was  in  the  sixth  grade,  and  there  are  not  many  things 
in  my  earlier  life  that  I  remember,  but  there  are  a  few  things  that 
stay  with  you  as  a  child.  But  I  recall  that  I  was  getting  a  failing 
grade  in  a  social  studies  class  and  my  report  card  came  home  and 
my  father  saw  it  and  he  immediately  took  corrective  action  based 
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on  that  report  card  and  effectively  told  me  if  I  wanted  to  see  sun- 
light again,  I  had  better  pick  it  up. 

The  significance  of  that  is  that  in  many  ways,  that  was  a  finan- 
cial statement.  That  was  a  statement  to  him  on  my  performance 
and  how  I  had  done  and  it  prompted  action  fi'om  him  to  create  cor- 
rective action.  I  believe  if  there  was  ever  a  time  in  the  Federal  Gov- 
ernment where  we  need  that  kind  of  information  to  address  the  fi- 
nancial concerns  of  this  country,  it  is  now. 

So  I  think  it  is  important  to  have  those  report  cards.  I  think  it 
is  mindful,  as  you  have  discussions  about  tax  cuts,  about  cutting 
programs,  about  expanding  programs  and  whatever  other  choices 
that  Congress  might  make,  we  need  to  really  understand  and  focus 
that  to  whatever  extent  we  allow  poor  financial  management  to 
continue  to  exist,  that  is  $1  wasted  that  could  be  used  to  reduce 
taxes,  that  could  be  used  to  fund  other  initiatives,  that  could  be 
saved  and  applied  in  other  places.  I  think  good  financial  manage- 
ment minimizes  the  opportunities  for  that  to  occur. 

I  would  like  to  shift  for  a  second  to  talk  about  what  an  audit  is 
about  because  there  is  a  lot  of  misunderstanding  about  what  an 
audit  actually  does.  Effectively,  what  an  audit  does  is  it  attests  to 
what  management  says  is  what  occurred.  Another  simple  illustra- 
tion that  I  like  to  use  is  that  many,  many  years  ago,  and  several 
more  pounds  ago,  when  I  was  a  youngster,  I  played  Pop  Warner 
football.  One  of  the  things  they  had  in  Pop  Warner  football  was  a 
weight  limit  so  that  the  big  kids  could  not  crush  the  little  kids,  and 
the  weight  limit  was  90  pounds. 

The  coaches  had  to  provide  a  report  that  showed  what  each  kid 
on  the  team  weighed  and  that  was  the  coach's  assertion  of  what 
we  all  weighed.  But  they  also  had  an  audit.  It  was  called  a  scale, 
and  each  of  us  had  to  stand  on  that  scale  to  make  sure  none  of  us 
exceeded  that  weight  limit.  Now,  obviously,  today,  I  would  have 
had  trouble  not  exceeding  that  weight  limit,  but  back  then,  I  made 
it. 

But  the  interesting  thing  about  that  is  the  reason  that  that  be- 
came important  and  why  it  was  so  vital  to  that,  and  this  migrates 
directly  to  the  Federal  Government,  is  that  without  that  measure, 
I  suspect  that  there  might  have  been  some  coaches  that  would  have 
had  kids  that  were  a  little  overweight  that  would  have  played  and 
would  have  done  some  other  things  that  would  have  altered  the 
rules  of  the  game. 

One  of  the  advantages  of  an  audit  is  that  it  gives  those  that 
would  use  the  information  the  assurance  that  everybody  playing  in 
the  game  is  playing  by  the  same  rules  and  can  be  comparably 
measured  as  to  their  performance  and  what  they  have  done  with 
the  resources  that  have  been  entrusted  to  them,  and  it  gives  you 
an  independent  verification  beyond  management's  assertions  that 
what  they  said  occurred  is  true. 

If  you  want  to  bring  home  a  real  illustration  of  that,  and  I  am 
a  studier  of  Presidential  politics,  back  during  the  1992  elections, 
there  were  a  lot  of  discussions  about  the  need  to  collect  the  ac- 
counts receivable  of  the  Internal  Revenue  Service.  It  was  a  lot  of 
discussion  on  a  lot  of  bad  information  about  how  much  was  there 
to  even  be  collected. 


147 

About  that  same  time  as  when  these  audits  started,  and  there 
were  numbers  in  the  hundreds  of  biUions  being  talked  about  as  po- 
tentially collectible,  when  we  went  in  and  did  that  audit,  what  we 
discovered  is  that  the  amount  that  was  even  available  to  be  pur- 
sued was  a  lot  less  than  that  and  the  amount  that  was  actually  col- 
lected was  tremendously  less  than  that.  Had  that  information  been 
available,  I  would  argue  that  different  debates  and  different  discus- 
sions would  have  been  made  about  the  benefit  of  what  you  might 
do  there.  I  think  that  weighs  into  several  other  areas,  from  compli- 
ance initiatives  to  other  things. 

So  I  think  it  is  important  to  understand  that  the  role  of  an  audit 
is  to  give  the  user  of  financial  information  some  assurance — and 
that  does  not  mean  that  management  is  dishonest.  It  just  means 
that  you  have  an  added  layer  of  assurance  and  accountability  that 
those  assertions  are  true.  And  any  time,  just  as  my  little  football 
coach  would  have  had  the  incentive  if  the  kid  was  good  enough  to 
play  an  overweight  kid,  it  precludes  people  or  does  not  tempt  peo- 
ple to  do  things  that  they  might  otherwise  do  if  there  was  no  check 
or  no  separate  independent  assurance  that  things  were  as  they  said 
they  were.  So  that  is  the  role  of  the  audit. 

I  guess,  very  quickly,  I  would  like  to  talk  about  the  reasons  that 
we  are  going  to  be  issuing  a  disclaimer  of  opinion  on  the  IRS  finan- 
cial statements.  For  the  most  part,  they  center  on  4  issues.  Basi- 
cally, IRS  has  not  been  able  to  effectively  reconcile  and  account  for 
in  total,  and  by  type  of  taix,  the  revenues  that  it  collects,  and  we 
can  expand  on  that  later  if  we  need  to  through  any  questions  that 
you  might  have. 

The  second  issue  was  the  ability  to  identify  a  reliable  population 
of  what,  in  fact,  is  actually  owed,  typically  referred  to  as  accounts 
receivable,  to  the  Internal  Revenue  Service  for  outstanding  taxes. 

The  third  and  fourth  issues  deal  with  their  accounting  for  their 
appropriated  funds.  One  deals  with  the  ability  to  fully  complete  the 
reconciliation  of  their  bank  accounts,  or  what  effectively  is  their 
bank  accounts,  which  is  the  fund  balance  with  Treasury,  and  sec- 
ondly, an  issue  that  I  will  broadly  categorize  as  receipt  and  accept- 
ance, which  essentially  means  the  ability  to  support  the  things  that 
they  paid  for  during  the  course  of  the  year  to  assure  that,  (A)  they, 
in  fact,  got  it,  and  (B)  that  they  got  it  in  the  current  year  and  that 
it  was  appropriated.  Probably  that  issue  more  than  any  of  the  rest 
of  them  more  closely  aligns  with  the  expectations  that  are  made  of 
taxpayers  as  it  relates  to  what  you  are  required  to  demonstrate 
when  you  file  your  tax  return  if,  in  fact,  you  get  audited. 

Having  said  that,  I  think  I  would  be  remiss  if  I  did  not  try  to 
put  into  context  the  order  of  magnitude  of  the  challenge  that  IRS 
has  before  it,  because  I  think  oftentimes  when  we  talk  about  finan- 
cial statement  audits,  it  is  easy  to  say  it  and  it  sounds  like  it  is 
a  simple  thing,  that  they  ought  to  be  able  to  fix  those  things.  But 
you  are  talking  about  an  organization  with  $8  billion  in  appropria- 
tion that  collects  over  $1  trillion  in  taxes  that,  for  the  first  time  in 
the  history  of  its  existence,  it  was  subjected  to  a  financial  state- 
ment audit  in  1992. 

Because  in  that  same  hearing  where  I  heard  you  talk  before — 
you  spoke  of  Wal-Mart — to  draw  a  comparable  example,  it  would 
be  like  going  into  Wal-Mart  in  1992  after  it  had  grown  in  the  ways 
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that  it  had  and  they  had  not  emphasized  financial  management 
and  attempting  to  audit  its  worldwide  operations  for  the  first  time. 
It  would  only  be  fair  to  say  that  any  entity  of  that  size  and  mag- 
nitude would  have  difficulties  in  transitioning  into  getting  audited 
and  being  subjected  to  the  rigors  of  that. 

That  is  not  to  make  excuses  for  the  need  for  good  financial  man- 
agement because  I  think  that  should  always  be  present,  but  it  is 
to  say  that  IRS  has  some  enormous  challenges,  when  you  consider 
the  volume  of  activity  that  they  have  to  manage  and  to  translate 
into  financial  information,  and  that  should  not  be  understated. 

One  of  the  jokes  I  generally  tell  is  I  used  to  live  in  Oklahoma 
City  for  15  years,  and  living  there,  I  met  a  guy  who  was  the  Chief 
Financial  Officer  for  Ed  DeBartolo,  Sr.,  who  built  a  racetrack  there. 
He  always  shares  the  story  about  how  Mr.  DeBartolo  came  to  town 
one  time  and  inquired  of  him  how  much  it  cost  to  build  that  race- 
track. He  very  quickly  said,  "It  cost  $85  million."  Then  he  and  Mr. 
DeBartolo  kind  of  looked  at  each  other  for  a  second  and  then  Mr. 
DeBartolo  says,  "To  say  $85  million  does  not  sound  like  a  lot  of 
money,  but  try  counting  it." 

I  think  there  is  a  lot  of  merit  in  that  argument.  To  say  that  IRS 
ought  to  have  all  of  these  problems  cured  and  corrected  when  you 
are  looking  at  something  that  is  an  $8  billion  organization  that  col- 
lects $1  trillion  in  taxes,  that  deals  with  billions  and  billions  of 
forms,  it  is  easy  to  say  it  and  say,  yes,  all  of  that  ought  to  be  cor- 
rected, but  it  is  a  tremendously  greater  challenge  to  get  all  of  those 
things  fixed. 

So  I  guess  in  closing,  I  would  say,  has  progress  been  made  from 
the  first  audit?  No  doubt  about  it.  Could  more  have  been  made? 
Unquestionably.  Are  efforts  being  made?  I  think  so.  Will  IRS  get 
it  done?  Time  will  tell. 

But  I  will  say  that  what  we  see  them  doing  now  is  what  often 
happens  in  entities  that  get  audited,  and  in  fairness  to  IRS,  I  do 
not  think  their  experience  has  been  that  different  fi-om  other  peo- 
ple that  get  audited  for  the  first  time.  Usually,  the  first  thing  that 
sets  in  is  denial,  which  is  to  say,  "We  cannot  believe  we  are  that 
bad."  The  second  thing  that  sets  in  is  acceptance  to  the  recognition 
that,  yes,  maybe  we  really  do  have  some  problems. 

Hopefully,  the  third  thing  that  follows  is  action,  which  is  to  take 
off  and  to  correct  those  problems,  and  I  think  that  that  is  where 
the  commitment  comes  in,  that  is  where  the  Congressional  over- 
sight comes  in,  is  to  ensure  that  the  discipline  and  the  rigor  is  ap- 
plied to  ensure  that  action  kicks  in. 

I  believe  IRS,  at  least  fi*om  my  experience  with  working  with  the 
team  that  is  there  now,  certainly  has  gotten  past  the  denial  stage. 
I  believe  they  have  gotten  past  the  acceptance  stage.  But  I  believe 
we  are  in  the  action  stage  and  it  is  going  to  take  not  only  action 
but  a  lot  of  action,  both  in  the  short  term  and  the  long  term,  to 
get  it  done.  I  genuinely  believe  efforts  are  being  made  but  there  is 
a  lot  to  be  done.  I  genuinely  believe  a  lot  more  could  have  been 
done  already.  But  I  think  that  we  are  focused,  and  hopefully  it  will 
get  done  in  the  time  required,  because  there  is  too  much  at  stake. 

There  is  a  consolidated  financial  statement  audit  of  the  govern- 
ment on  the  horizon  that  the  Government  Management  and  Re- 
form Act  calls  for  for  fiscal  year  1997.  If  IRS's  house  is  not  in  order. 
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that  will  not  happen  and  you  will  not  have  the  effective  informa- 
tion that  you  need.  So  I  cannot  understate  or  overstate  the  critical- 
ity  of  IRS's  importance  to  the  overall  scheme  of  things  of  govern- 
ment. 

I  appreciate  your  indulgence,  and  on  that  point,  that  concludes 
my  statement.  I  will  be  pleased  to  answer  any  questions  that  you 
might  have. 

Chairman  Stevens.  What  I  guess  I  am  trying  to  find  out  is 
whether  they  have  a  scale,  Mr.  Holloway.  I  think  that  the  real 
problems  is  that  we  are  not  convinced  about  some  of  the  numbers 
we  are  seeing. 

I  remember  too  well  each  year  that  we  were  told,  if  we  put  up 
more  money  to  hire  more  agents,  we  would  have  more  taxes  col- 
lected, and  the  Budget  Committee  spent  those  taxes.  They  were  es- 
timated increases  in  revenue  and  they  did  not  materialize.  This  is 
a  very  genuine  problem  as  far  as  we  are  concerned,  to  try  and  find 
out,  do  they  have  the  changes  that  are  necessary  to  assure  us  that 
the  financial  management  for  the  future  will  be  better  than  the 
past. 

Do  you  think  it  is  a  sufficient  priority  in  the  IRS  now  to  change 
their  financial  management  systems? 

Mr.  Holloway.  I  think,  clearly,  the  current  Commissioner  has 
certainly  shown  her  commitment  through  the  emphasis  and  the 
priority  that  she  has  placed  on  it  and  through  the  actions  IRS  is 
taking  now. 

But  to  go  back  to  something  you  said  earlier,  I  would  offer  to  you 
that  I  think  anytime,  and  this  is  what  I  said  earlier  about  the  im- 
portance of  financial  management,  that  you  make  decisions  without 
good  information,  which  is  what  I  believe  has  happened  in  the  past, 
when  assertions  are  made  about  amounts  that  cannot  be  proven  as 
to  what  you  might  or  might  not  collect  and  what  the  outcome  of 
those  benefits  are  or  that  investment  might  be,  is  never  a  good  de- 
cision to  make. 

I  think  it  just  clearly  magnifies  the  need  for  getting  the  good  in- 
formation, so  that  when  those  things  are  asked  for  in  the  future, 
that  you  demand  that  there  is  a  process  in  place  to  demonstrate 
it,  not  through  estimates,  not  through  approximates,  but  through 
good  accounting,  both  cost  accounting  and  outcome  on  revenue  col- 
lection accounting,  to  assure  that  you  got  the  desired  outcome  that 
you  wanted.  That  has  not  happened  in  the  past. 

Chairman  Stevens.  Is  the  tax  system  modernization,  TSM,  es- 
sential to  the  establishment  of  the  sound  financial  management,  or 
is  sound  financial  management  something  that  must  precede  the 
success  of  TSM? 

Mr.  Holloway.  Whether  TSM  ever  occurs  or  not,  I  think  sound 
financial  management  is  a  must.  The  core 

Chairman  Stevens.  That  is  not  my  question,  though.  Does  sound 
financial  management,  getting  to  the  third  stage,  as  you  put  it,  re- 
quire TSM? 

Mr.  Holloway.  No,  sir.  TSM  certainly  will  help  it,  but  TSM  is 
really  more  focused  on  service  delivery  than  it  is  on  the  financial 
management  accounting  for  receipts  and  revenues.  But  part  of  that 
depends  on  how  you  define  TSM.  Certainly,  there  are  some  parts 
of  their  system  in  their  accounting  arena  that  are  going  to  have  to 
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be  modernized.  But  when  TSM  is  typically  talked  about,  it  is  talked 
more  broadly  from  a  service  delivery  perspective,  the  one-stop  shop 
concept,  the  paperless  environment  concept. 

But  when  it  gets  down  to  accounting  for  revenues  and  how  you 
spend  the  money,  IRS  is  working  on  developing  a  core  revenue  sys- 
tem to  try  to  account  for  the  dollars.  Whether  or  not  that  initiative 
is  part  of  the  TSM  initiative,  Mr.  Musick,  who  is  to  follow  us,  could 
more  accurately  speak  to  that.  But  the  heart  of  TSM  focuses  more 
on  service  delivery. 

Chairman  Stevens.  Let  me  turn  to  your  report  now.  GAO's  re- 
port says,  "Our  financial  audits  have  found  that  IRS  financial 
statements'  amounts  for  revenue,  in  total  and  by  type  of  tax,  were 
not  derived  from  its  revenue  general  ledger  accounting  system  or 
its  master  files  of  detailed  individual  taxpayer  records.  The  revenue 
accounting  system  does  not  contain  detailed  information  by  type  of 
tax,  such  as  individual  income  tax  or  corporate  tax,  and  the  master 
file  cannot  summarize  the  taxpayer  information  needed  to  support 
the  amounts  identified  in  the  system.  As  a  result,  IRS  relied  with- 
out much  success  on  alternative  sources,  such  as  Treasury  sched- 
ules, to  obtain  the  summary  total  by  type  of  tax  needed  for  its  fi- 
nancial statement  presentation." 

That  is  telling  me,  as  a  member  of  the  Appropriations  Commit- 
tee, that  the  IRS  sort  of  pulled  itself  up  by  its  bootstraps.  It  looked 
to  the  Treasury  schedule  to  tell  Congress  the  detailed  information 
that  we  sought  for  budget  use  in  terms  of  revenue  by  type  of  tax 
and  by  basic  source  of  that  tax. 

What  is  the  situation  now?  Is  that  changing?  GAO  said  your  au- 
dits have  found  that,  that  those  sources  were  not  derived  from  the 
basic  ledgers  they  should  have  come  from.  Has  that  been  changed? 

Mr.  HOLLOWAY.  Currently,  that  is  going  to  take  system  design 
changes  ultimately  to  fix.  Yes,  there  is 

Chairman  Stevens.  That  is  TSM,  is  it  not? 

Mr.  HOLLOWAY.  The  difficulty  for  me  to  say,  is  that  TSM,  is  that 
TSM,  at  least  in  my  experience  with  it,  has  been  somewhat  of  a 
moving  target  and  I  would  rather  defer  to  IRS's  management  to 
categorize  whether — is  it  a  modernization  requirement  that  will  be 
required  of  their  accounting  system?  Yes.  Is  it  technically  included 
in  what  is  called  under  the  umbrella  of  tax  system  modernization? 
I  do  not  know. 

Chairman  Stevens.  But  until  they  get  the  proper  schedules,  they 
are  not  giving  us  the  right  information,  are  they?  They  are  giving 
us  an  estimate  of  the  proper  information. 

Mr.  HOLLOWAY.  I  think  that  would  be  an  accurate  assessment. 
I  would  offer  to  you  that,  right  now,  they  cannot  reliably  tell  you 
by  the  ultimate  recipient  of  the  taxes  how  much  was  collected. 
There  are  efforts  being  made  to  go  into  the  master  file  to  identify 
at  a  detailed  transactional  level  all  of  the  transactions  that  have 
occurred,  but  even  there,  because  of  some  of  the  design  flaws  in 
their  system,  which  will  have  to  be  corrected  by  a  future  system, 
they  cannot  readily  do  that  right  now. 

Chairman  Stevens.  Let  me  move  over  to  Ms.  Lau.  Ms.  Lau,  I 
note  that  you  did  not  read  a  paragraph  in  your  statement  and  it 
is  about  the  independent  management  review  that  needed  to  be 
performed.  The  National  Research  Council — is  that  it? — came  be- 
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fore  us  and  made  an  offer  to  assist  in  reviewing  the  Treasury's  ap- 
proach to  modernization  and  it  is  my  understanding  that  that  was 
sort  of  rejected. 

Mr.  Holloway  says  he  thinks  that  the  IRS  is  past  the  stage  of  de- 
nial. It  appeared  from  the  last  hearing  to  me  that  the  IRS  was  not 
interested  in  independent  management  reviews,  and  yet  you  have 
indicated  that  you  recommended  that  these  reviews  be  prioritized 
by  those  systems  scheduled  for  budget  approval. 

What  is  the  situation  with  regard  to  independent  management 
reviews,  in  your  opinion,  within  the  IRS  today? 

Ms.  Lau.  That  paragraph  that  you  referred  to  is  one  of  the  rec- 
ommendations that  came  out  of  our  review  of  the  Treasury  Depart- 
ment's oversight  function  and  that  recommendation  to  manage- 
ment was  that  they 

Chairman  Stevens.  Are  you  talking  about  the  IRS  or  Treasury 
now? 

Ms.  Lau.  Treasury,  in  its  oversight  of  the  IRS's  management  and 
implementation  of  TSM. 

Chairman  Stevens.  Let  me  put  it  this  way.  Are  there  now  inde- 
pendent reviews  being  performed  in  IRS,  to  your  knowledge? 

Ms.  Lau.  My  office  did  not  evaluate  the  IRS's  own  processes  for 
reviewing  TSM  matters.  However,  I  do  understand  that  in  the  past 
year,  they  have  established  an  investment  review  board  that  does 
evaluate  TSM  projects  based  on  budget  and  business  case  analysis. 
However,  we  have  not  reviewed  that  process. 

Chairman  Stevens.  Let  me  go  back,  then.  You  indicated  that  the 
report  now  being  made  by  the  Treasury  Department  lists  the  IRS 
weakness  that  you  pointed  out  as  a  weakness. 

Ms.  Lau.  Yes. 

Chairman  Stevens.  My  role  today  is  to  find  out  what  is  being 
done  about  that  weakness.  It  is  nice  to  be  listed,  but  what  is  being 
done  about  it?  Have  you  looked  beyond  that  listing  now  to  deter- 
mine— is  it  one  of  your  roles  to  determine  what  they  do  to  try  and 
correct  that  material  weakness? 

Ms.  Lau.  Yes,  that  is  one  of  the  roles.  As  you  can  see  from  our 
testimony  today,  there  are  a  lot  of  audit  and  evaluation  organiza- 
tions— GAO,  the  IRS  Chief  Inspector's  Office,  and  my  office — that 
have  shared  responsibility  for  reviewing  IRS's  actions  in  response 
to  recommendations  that  have  been  made  by  our  organizations.  In 
terms  of 

Chairman  Stevens.  I  am  trying  to  find  out  what  is  your  opinion 
about  those.  Are  they  responding  to  the  fact  that  it  has  been 
brought  to  the  public's  attention  that  there  is  a  material  weakness 
in  the  IRS  structure  as  far  as  this  is  concerned? 

Ms.  Lau.  It  is  too  early  to  give  you  any  assurances  that  the  steps 
taken  and  outlined  by  both  IRS  and  by  the  Department  of  the 
Treasury  have  been  successful. 

Chairman  Stevens.  Can  you  tell  me  what  those  steps  are? 

Ms.  Lau.  I  can  tell  you  that  they  have  been  detailed  in  the  De- 
partment's progress  report  to  the  House  and  Senate  Appropriations 
Committees,  which  I  believe  has  been  provided  to  you  and  your 
staff.  If  I  can  provide  further  details  for  the  record  on  what  they 
have  stated  that  they  will  do. 
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It  should  be  noted  that  the  assurance  letter  relates  to  the  status 
of  internal  controls  during  the  fiscal  year  1995.  So  we  are  talking 
about  a  snapshot  in  time  of  what  the  situation  was  at  that  point. 

Chairman  STEVENS.  Let  me  read  again  from  your  statement. 

Ms.  Lau.  Yes. 

Chairman  STEVENS.  "Moving  from  TSM,"  you  said,  "back  to  the 
issue  of  financial  management,  the  IRS  Commissioner  cannot  pro- 
vide reasonable  assurance  that  the  objectives  of  Section  4  have 
been  achieved,  due  to  continued  weaknesses  in  the  IRS  revenue  ac- 
counting systems.  These  systems  do  not  meet  today's  accounting 
standards  for  financial  management  systems,  nor  do  they  provide 
an  adequate  transaction  trail." 

That  is  sort  of  redundant  to  what  GAO  found,  too.  I  am  hearing 
what  you  both  found,  but  I  am  not  hearing  from  you  what  I  would 
like  to  hear.  Do  you  follow  up  to  find  out  what  they  are  doing  to 
correct  those  weaknesses? 

Ms.  Lau.  During  the  course  of,  for  example,  the  financial  audit 
that  GAO  will  be  conducting  and  for  fiscal  year  1996  that  we  will 
be  conducting  jointly,  that  will  be  part  of  the  review. 

Mr.  HOLLOWAY.  To  answer  your  question.  Chairman  Stevens,  as 
to  that  particular  item  on  the  revenue 

Chairman  STEVENS.  Yes,  sir,  Mr.  Holloway. 

Mr.  Holloway.  We  are  absolutely  looking  at  their  efforts  to  try 
to  correct  that,  and  they  are  occurring  on  a  couple  of  fi-onts.  One 
is,  at  an  interim  level  in  an  effort  to  try  to  produce  auditable  finan- 
cial statements,  the  item  I  alluded  to  earlier  where  they  are  tr3dng 
to  develop  the  detailed  transactions  from  their  master  file  to  sup- 
port their  financial  statements  as  their  interim  approach,  they 
have  a  systems  effort  for  their  revenue  accounting  system  that  is 
attempting  to  replace  the  current  one  that  is  not  effective,  that  can- 
not do  all  the  things  that  you  talked  about. 

I  forget  the  exact  timetable  expected  for  implementation,  and  I 
want  to  say  it  was  around  1997  or — I  will  now  defer  to  Eleanor 
Long,  because  she  is  closer  to  that — but  we  are  monitoring  those 
efforts  closely,  both  in  terms  of  structurally  how  they  are  designed 
in  the  system  as  well  as  the  impediments  that  would  delay  getting 
it  implemented  as  soon  as  possible. 

Ms.  Long.  There  are  several  areas  that  IRS  is  working  on  to  im- 
prove its  revenue  accounting  system.  They  have  an  interim  general 
ledger  system  that  is  supposed  to  be  on  line  by  the  end  of  the  sum- 
mer. 

Chairman  Stevens.  I  am  not  sure  people  can  hear  you  back 
there,  Ms.  Long.  Will  you  pull  that  microphone  up  to  you,  please? 

Ms.  Long.  Yes.  They  have  a  long-term  effort  as  it  relates  to  TSM 
as  part  of  its  master  file  to  integrate  both  its  master  file,  its  tax 
receipts,  its  data  coming  in  from  the  outside  into  a  general  ledger 
that  would  capture  the  necessary  data.  It  is  expected  in  approxi- 
mately the  1997-1998  time  frame. 

Chairman  Stevens.  Let  me  go  back  to  you,  Ms.  Lau. 

Ms.  Lau.  Certainly. 

Chairm.an  Stevens.  This  is  on  page  6  of  your  statement.  "[N]ew 
systems  developed  to  better  control  IDRS  misuse  were  not  always 
executed  in  accordance  with  required  procedures.  For  example,  two 
systems  developed  to  better  control  IDRS  misuse  had  not  fully  met 
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required  procedures  for  systems  security  certification  and  accredi- 
tation before  the  systems  were  put  into  use.  Without  such  certifi- 
cation, IRS  had  more  Hmited  assurance  that  these  systems  were^. 
not  vulnerable  to  security  risks  and  possible  increased  misuse." 
Tell  me  what  has  been  done  about  that. 

Ms.  Lau.  Senator,  those  two  systems  were  the  universal  access 
and  the  electronic  audit  research  log.  The  situation  was  that  there 
is  a  separate  quality  assurance  fiinction  in  IRS  that  reviews  and 
certifies  that  the  systems  are  indeed  secure.  In  both  of  these  in- 
stances, they  were  put  into  service  before  that  certification  had 
been  finalized. 

In  terms  of  what  they  have  done  about  it,  we  have  detailed  our 
recommendations  about  what  they  should  do  about  them.  The  Serv- 
ice has  detailed  their  action  items  and  it  is  included  in  our  report, 
which  I  would  be  happy  to  provide  to  you.  I  do  not  have  the  details 
with  me. 

Chairman  Stevens.  I  will  look  up  the  report  you  gave  to  the  Ap- 
propriations Committee.  It  has  probably  gone  to  a  different  Sub- 
committee, obviously,  than  mine,  but  I  am  going  to  be  interested 
in  it  next  year,  I  am  sure. 

Ms.  Lau.  All  right. 

Chairman  Stevens.  We  seem  to  have  the  opinion,  and  I  have  the 
opinion,  that  these  financial  management  problems  in  the  IRS  per- 
sist year  after  year.  We  keep  having  hearings  and  the  hearings 
turn  up  more  things  that  are  involved  but  we  have  not  been  able 
to  find  the  root  causes  for  these  problems.  You  indicate  now  you 
think  it  is  a  sufficient  priority  at  IRS  to  have  a  sound  financial 
management,  right? 

Mr.  HOLLOWAY.  What  I  would  say  to  you,  Chairman  Stevens,  I 
think  we  do  know  what  the  root  cause  of  them  are.  I  think  part 
of  it  was  the  level  and  the  number  and  the  skill  mix  of  the  people. 
I  think  part  of  it  was  the  complexity  of  years  of  management,  low 
priority  to  financial  management  matters. 

They  attempted  to  do  an  action  plan,  and  while  we  certainly 
have  expressed  some  of  the  concerns  regarding  the  action  plan,  at 
the  same  time,  we  are  working  with  them  to  focus  on  the  root 
causes  and  to  correct  them,  and  they  are  making  efforts  to  do  it. 
As  for  the  skill  mix,  they  are  making  efforts  to  contract  out  in 
places  where  there  is  not  a  sufficient  skill  mix  to  fix  thfe  problem 
and  to  sustain  day-to-day  operations. 

I  could  be  specific  to  the  actual  issues.  I  will  use  the  reconcili- 
ation problem  as  an  example.  Is  that  something  that  3  years  later 
should  have  been  corrected?  There  is  no  question  in  my  mind  it 
should  have  been  corrected.  I  think  part  of  the  reason  that  it  was 
not  was  because  of  the  challenge  of  trying  to  sustain  current  oper- 
ations while  at  the  same  time  going  back  and  fix  problems  that 
date  several  years.  They  subsequently,  in  the  last  year  or  so,  hired 
a  contractor  to  come  in  and  attempt  to  sort  out  the  differences. 

So  I  think  there  is  a  focus.  When  I  talked  about  moving  from  de- 
nial to  acceptance  to  action,  I  am  hopeful,  and  I  guess  in  my  job 
I  have  to  be  optimistic,  that  we  are  going  to  make  progress  and 
that  these  things  are  going  to  get  corrected  in  the  next  year  or  two. 
I  would  be  very  distraught  and  disturbed  personally,  and  I  would 
hope  also  this  Committee,  if  these  things  are  not  turned  around 
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and  I  think  you  ought  to  have  that  expectation  that  they  be  turned 
around  to  retain  that  priority  focus. 

Chairman  Stevens.  It  seems  to  me  that  a  lot  of  basic  defects  are 
pointed  out  by  your  prepared  testimony — I  am  looking,  for  in- 
stance, at  a  statement  on  page  9  that  said,  "IRS  compares  the  in- 
formation from  the  Social  Security  Administration  to  the  amounts 
reported  by  taxpayers  with  their  tax  returns.  However,  this  match- 
ing process  can  take  2 ¥2  years  or  more  to  complete,  making  the 
IRS'  efforts  to  identify  non-compliant  taxpayers  extremely  slow  and 
significantly  hindering  IRS'  ability  to  collect  amounts  subsequently 
identified  as  owed  fi*om  false  or  incorrectly  reported  amounts." 
That  would  seem  to  be  a  substantial  problem. 

Mr.  HOLLOWAY.  I  would  say  it  is  pretty  substantial. 

Chairman  Stevens.  What  is  being  done  about  that? 

Mr.  HOLLOWAY.  I  think  that  those  are  the  kinds  of  things,  when 
they  allude  to  TSM  attempting  to  correct  it,  the  problem  there  is 
just  the  limitations  of  their  existing  systems  and  the  capacity  to  do 
the  program  necessary  to  get  that  matching  to  occur  faster.  There 
are  a  lot  of  discussions  that  go  on  about  IRS  receivables  and  the 
problems  with  collecting  it.  The  number  one  problem  is  the  point 
you  just  made,  which  is  the  time  it  takes  to  identify  them,  and  that 
is  a  problem  because  of  the  timing  in  their  current  system. 

As  for  what  is  being  done  now,  again,  I  would  defer  to  IRS  to 
more  specifically  talk  about  it,  but  one  of  the  things  that  we  have 
recommended  and  continue  to  recommend  is  that  there  has  to  be 
a  more  expeditious  way  to  do  those  matches  and  to  more  early 
identify  who  owes  the  money,  because  as  long  as  that  condition  is 
allowed  to  exist,  collecting  the  money  is  going  to  be  difficult.  No- 
body in  the  private  sector  would  take  that  long  to  identify  who 
owed  them  money. 

Chairman  Stevens.  I  think  we  need  some  sort  of  a  time  line  in- 
volved here.  You  indicated,  or  at  least  I  get  the  inference  from  your 
statement,  that  the  time  line  goes  to  the  time  when  there  has  to 
be  a  unified  government-wide  accounting  financial  audit.  That 
would  be  1998. 

Mr.  HOLLOWAY.  The  actual  first  year  of  the  audit  is  required  for 
fiscal  year  1997.  I  am  not  suggesting 

Chairman  Stevens.  But  that  is  in  1998,  right? 

Ms.  Lau.  Right. 

Mr.  HOLLOWAY.  Right.  It  will  be  issued  in  March  of  1998.  I  am 
not  at  all  suggesting  that  some  of  these  things  should  wait  until 
then,  because  I  think  some  of  these  things  ought  to  be  corrected  by 
the  end  of  1996  and  that  is  my  expectation  and  that  is  what  we 
are  trying  to  work  with  IRS  to  do  and  I  think  they  are  making 
every  effort  to  try  to  do. 

So  no,  I  am  not  suggesting,  and  if  I  did,  I  want  to  correct  that, 
that  these  things  should  wait  until  1998  to  be  done.  Will  some  of 
them  take  that  long?  The  problem  you  are  talking  about,  I  think 
it  will,  because  you  are  talking  about  trying  to  modernize  systems 
that  are  extremely  antiquated  that  have  old  programming  lan- 
guage and  a  multitude  of  other  problems,  one  of  which  is  not  being 
fully  documented,  that  are  going  to  be  enormous  tasks  to  correct. 
But  I  think  some  of  the  other  problems  are  things  that  are  correct- 
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able  in  the  short  term  and  they  should  be  expected  to  be  correct- 
able. 

Chairman  Stevens.  This  is  not  just  IRS,  in  my  opinion.  I  asked 
your  agency  the  other  day  to  tell  me  how  much  is  paid  by  each 
agency  of  the  Federal  Government  for  a  permanent  change  of  sta- 
tion for  moving  employees  and  they  told  me  the  only  Department 
that  can  provide  that  information  today  is  the  Department  of  De- 
fense. None  of  the  rest  of  them  could  tell  us,  the  Park  Service,  all 
these  people  that  move  people  around,  all  over  the  place,  the  Forest 
Service,  EPA,  they  have  different  schedules  for  moving  people,  but 
no  one  can  tell  us  what  it  costs.  We  were  looking,  obviously,  for  a 
question,  suppose  we  delayed  that  by  a  year.  What  would  be  the 
savings  to  taxpayers?  No  one  could  tell  us. 

We  have  this  situation  right  now  as  far  as  this  agency  is  con- 
cerned, how  can  we  rely  on  this  analysis  that  was  given  us?  My 
staff  tells  me  that  on  May  6,  they  gave  us  a  tax  systems  mod- 
ernization investment  analysis.  How  can  we  rely  on  that  since  it 
is  based  on  the  basic  systems  that  you  have  identified  that  are  in- 
adequate now? 

Mr.  HOLLOWAY.  Chairman  Stevens,  I  would  offer  to  you  that 
until  these  problems  are  corrected,  you  cannot,  and  I  think  that  is 
what  the  financial  statement  audit  says,  is  you  cannot.  What  it  is 
telling  you  is  that  to  come  up  with  those  kind  of  numbers,  that 
somebody  is  having  to  do  some  estimation,  somebody  is  having  to 
do  some  other  things  to  try  to  recreate  those  numbers.  I  guess  my 
short  answer  would  be  that  you  cannot.  But  it  necessitates  why 
these  things  need  to  be  corrected. 

Chairman  STEVENS.  With  the  District  of  Columbia,  we  set  up  a 
separate  board  and  told  the  District  of  Columbia  they  had  to  com- 
ply with  what  that  board  told  them  to  do  in  order  to  get  caught 
up.  Why  should  we  not  do  the  same  thing  with  the  IRS?  Are  they 
going  to  catch  up  without  some  outside  review,  people  setting  some 
basic  steps  that  must  be  accomplished  in  order  to  play  catch-up? 

Mr.  HOLLOWAY.  In  terms  of  the  decisions  about  that,  I  have  to 
leave  that  to 

Chairman  Stevens.  I  understand  that,  but  you  see  the  systems 
that  they  have  under  review  now.  Are  they  going  to  fit  into  the 
time  line  you  just  mentioned?  Are  we  going  to  have  management 
that  will  produce  accurate  statements  and  audits  by  1998  in  IRS? 

Mr.  HOLLOWAY.  The  only  answer  I  can  give  you  there  is  that  if 
it  were  my  responsibility  to  do,  I  could  answer  you  what  I  think 
I  could  do.  I  think  that  would  be  better  answered  by  IRS  because 
they  are  the  ones  that  have  to  do  it,  and  their  commitment  and  ca- 
pacity to  do  it,  if  I  were  sitting  in  their  shoes,  I  would  want  to  be 
the  one  to  make  that  statement. 

Chairman  Stevens.  I  mentioned  the  year  2000.  Do  you  think 
that  is  a  significant  problem  for  IRS  in  terms  of  computer  mod- 
ernization? 

Mr.  HoLLOWAY.  I  think  it  is  a  significant  problem  for  everybody 
if  those  problems  are  not  corrected  in  terms  of  the  computer  impli- 
cations. Clearly,  the  IRS  has  a  lot  of  things  that  are  date-critical, 
where  there  are  a  lot  of  comparative  analyses  being  done  that  are 
cued  off  of  dates.  So  I  think  that  clearly  it  has  been  identified  as 
an  issue  that  they  must  address. 
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Whether  or  not  it  is  a  problem,  and  the  difficulty  when  you  talk 
about  unfunded  liabilities  and  the  costs  associated  with  that,  is  be- 
cause it  is  out  to  the  year  2000,  as  your  friend  alluded  to  earlier, 
we  may  not  even  have  computers.  We  may  be  in  the  "Jetson"  age 
or  something  by  the  year  2000.  So  it  is  difficult  to  presume  that 
we  are  going  to  still  be  operating  in  the  current  technological  envi- 
ronment to  project  to  that,  but  is  there  a  problem?  I  do  not  think 
there  is  any  question  about  it. 

Chairman  Stevens.  My  memory  is  that  it  took  a  substantial  pe- 
riod of  time  for  the  IRS  just  to  acquire  the  new  computers  and  put 
them  on  line  last  time.  Did  you  review  that,  Ms.  Guensberg,  how 
long  it  takes  them  to  put  into  effect  a  new  level  of  modernization 
of  the  computer  system? 

Ms.  Guensberg.  What  we  looked  at  specifically  in  terms  of  sys- 
tems was  how  long  it  took  to  get  their  administrative  accounting 
systems  on  line.  Our  group  has  not  looked  at  how  long  it  took  to 
modernize  their  systems. 

In  terms  of  AFS,  however,  I  believe  they  first  identified  a  need 
to  get  a  system  based  on  a  general  management  review  we  did  in 
fiscal  year  1988.  It  was  fully  operational  in  fiscal  year  1993.  So 
from  the  time,  I  believe,  that  they  went  out  for  contracting,  and  I 
would  have  to  look  at  some  notes,  it  probably  took  about  2  to  3 
years  to  get  the  system  fully  operational.  There  was  a  phase-in  pe- 
riod during  1992  where  they  phased  it  in  at  different  locations. 

Chairman  Stevens.  That  is  what  my  friend  indicated  to  me,  that 
in  all  probability,  using  government  systems,  by  the  time  you  got 
the  money  provided  to  an  entity  like  IRS  to  acquire  a  new  com- 
puter system  and  went  through  the  procedures  required  by  govern- 
ment to  acquire  it,  by  the  time  they  got  installed,  they  would  be 
out  of  date.  [Laughter.] 

Do  you  agree  with  that?  I  am  serious.  Is  part  of  IRS's  problem 
that  we  put  too  much  of  a  straightjacket  around  them  in  terms  of 
government  regulation  and  systems  that  they  have  to  comply  with 
in  order  to  try  and  play  catch-up? 

Ms.  Guensberg.  From  a  review  of  the  contracts,  they  do  seem 
fairly  onerous,  the  procedures  that  they  do  have  to  go  through.  Just 
for  example,  one  of  the  contracts  under  TSM,  one  of  the  core  con- 
tracts was  with  AT&T  and  that  went  through,  I  believe,  if  my 
memory  serves  me  correctly,  seven  bid  protests.  Because  it  was 
such  a  big  contract,  there  was  a  lot  at  stake,  so  a  lot  of  companies 
would  protest  that  award.  But  they  finally  did  issue  that  contract, 
I  believe,  back  in  1994. 

Mr.  HOLLOWAY.  I  think  the  short  answer  to  your  question  is  yes. 
Having  worked  in  the  private  sector,  but  recognizing  that  there  are 
other  concerns  that  the  government  has  that  maybe  do  not  exist  in 
the  private  sector,  you  can  certainly  act  a  lot  faster  outside  of  those 
procurement  rules  than  you  can  inside  and  I  think  one  of  the 
things  that  should  be  looked  at  is  what  it  takes  to  get  the  nec- 
essary things. 

The  system  she  talked  about  is  the  general  ledger  system  that 
they  implemented  to  account  for  their  administrative  operations, 
which  is  their  appropriated  funds,  and  that  was  an  off-the-shelf 
system.  For  it  to  take,  effectively,  4  years,  two  of  which  was  prob- 
ably spent  completing  the  procurement,   but  again,   I  think  Mr. 
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Musick  could  more  specifically  speak  to  that,  4  years  is  a  lot  of 
time.  Having  worked  in  the  private  sector,  if  you  wait  4  years  to 
make  those  kind  of  transitions,  in  a  lot  of  businesses,  you  could  be 
out  of  business. 

Chairman  STEVENS.  Ms.  Lau,  back  to  you,  I  note  in  the  last  para- 
graph, you  talk  about  the  joint  project  with  the  Chief  Inspector's 
Office  in  assessing  the  IRS  role  as  executive  agent  for  the  Depart- 
ment's digital  telecommunications  system. 

Ms.  Lau.  Yes. 

Chairman  Stevens.  Are  we  going  to  have  similar  problems  with 
regard  to  that  system  that  we  are  having  with  TSM? 

Ms.  Lau.  Yes.  We  are  in  the  process  of  conducting  that  review 
and  it  is  too  soon  to  make  any  conclusions  about  what  we  are  find- 
ing on  that. 

Chairman  STEVENS.  You  say  you  are  focusing  there  on  financial 
management  issues  also,  right? 

Ms.  Lau.  Yes.  There  are 

Chairman  Stevens.  Financial  management  issues,  such  as  in- 
ventory valuation  and  revenue  and  expense  recognition 

Ms.  Lau.  And  physical  inventory. 

Chairman  Stevens  [continuing].  That  directly  affects  the  IRS  fi- 
nancial statements. 

Ms.  Lau.  That  is  right. 

Chairman  STEVENS.  They  are  interrelated,  this  digital  tele- 
communications system  review  and  the  problems  that  are  coming 
out  of  TSM,  is  that  right? 

Ms.  Lau.  Yes,  it  is  possible  that  they  will  shed  some  light  on 
some  of  the  same  issues. 

Chairman  Stevens.  Do  you  have  a  time  line  for  that  assessment 
that  you  are  making  with  the  Chief  Inspector's  Office? 

Ms.  Lau.  I  do  not  have  that  with  me  right  now  but  I  would  be 
happy  to  provide  that  for  you. 

Chairman  Stevens.  Your  time  line.  What  is  the  time  frame  for 
you  and  the  Inspector 

Ms.  Lau.  I  understand.  I  would  be  happy  to  provide  that  for  the 
record. 

[The  information  provided  by  Ms.  Lau  follows:] 

Letter  from  Ms.  Lau 

Department  of  the  Treasury 

July  31,  1996 
The  Honorable  Ted  Stevens 
Chairman,  Committee  on  Governmental  Affairs 
U.S.  Senate 
Washington,  D.C. 

Dear  Mr.  Chairman:  At  a  hearing  before  your  Committee  on  June  6,  1996,  you 
requested  additional  information  regarding  Office  of  Inspector  General  (OIG)  work 
at  the  Internal  Revenue  Service  (IRS).  The  following  information  summarizes  the 
OIG  completed  and  ongoing  audit  work  at  IRS. 

First,  you  asked  about  the  status  of  IRS'  corrective  actions  on  our  recommenda- 
tions for  certifying  and  accrediting  two  automated  information  systems.  In  our 
March  29,  1996  report  titled,  Progress  in  Implementing  the  Integrated  Data  Re- 
trieval System  (IDRS)  Security  Action  Plan,  we  reported  that  (1)  the  Universal  Ac- 
cess enhancement  to  the  IDRS  was  implemented  prior  to  receiving  certification  and 
accreditation,  and  (2)  the  Electronic  Audit  Research  Log  system  had  been  operating 
without  certification  or  accreditation  since  its  inception  in  November  1993.  Accord- 
ingly, we  made  the  following  recommendations  to  correct  the  problems: 
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•  Taxpayer  Services  needs  to  better  comply  with  IRS'  certification  procedures. 
In  this  regard,  it  needs  to  submit  the  required  documentation  to  the  QuaUty 
Assurance  Division  verifying  compUance  with  the  corrective  actions. 

•  Taxpayer  Services  should  also  ensure  that  the  incomplete  corrective  action  re- 
garding audit  trail  requirements  in  both  host  and  remote  service  centers  is 
undertaken. 

•  Quality  Assurance  Division  officials  should  follow-up  and  receive  verification 
of  their  recommended  corrective  actions  to  ensure  implementation  has  oc- 
curred. 

•  Taxpayer  Services  should  establish  a  policy  requiring  unconditional  certifi- 
cation prior  to  accrediting  new  automated  information  systems. 

•  Electronic  Audit  Research  Log  System  officials  need  to  complete  all  required 
procedures  for  system  certification  and  accreditation  as  quickly  as  possible. 

As  of  July  8,  1996,  IRS  reported  to  us  that  it  had  successfully  completed  all  of 
the  corrective  actions  for  implementing  our  recommendations  on  Universal  IDRS  Ac- 
cess, and  that  it  had  submitted  the  documentation  necessary  for  certifying  the  Sys- 
tem to  the  Quality  Assurance  Division.  Additionally,  IRS  reported  that  the  Quality 
Assurance  Division  had  granted  unconditional  certification  to  the  electronic  Audit 
Research  Log  System  in  June  1996. 

Second,  you  asked  about  the  status  of  our  joint  assignment  with  the  IRS  Office 
of  the  Chief  Inspector  concerning  the  Treasury  Digital  Telecommunications  System, 
for  which  IRS  is  the  Executive  Agent.  All  of  the  field  work  for  this  assignment  has 
been  completed  and  we  are  now  preparing  the  draft  report.  Our  plans  are  to  provide 
the  draft  report  to  IRS  and  departmental  management  for  their  review  and  com- 
ment in  late  July  1996.  We  intend  to  issue  the  final  report  in  late  August  or  early 
September  1996,  after  we  receive  management's  comments  and  incorporate  them 
into  the  report. 

I  trust  you  will  find  this  information  useful.  Please  contact  me,  or  a  member  of 
your  staff  may  contact  Maurice  S.  Moody,  Director,  Financial  Audit  Division,  if  you 
have  any  questions  or  need  additional  information. 
Sincerely, 

Valerie  Lau 
Inspector  General 

Chairman  Stevens.  Thank  you  very  much. 

Are  there  any  imphcations  in  the  GAO's  review  of  this  problem 
that  I  have  not  discussed  with  you,  Mr.  Holloway?  I  am  trying  to 
get  through  this  report.  I  enjoyed  your  personal  reference  to  the 
overall  problem,  but  I  am  trjdng  to  get  very  specific  in  details  with 
regard  to  what  we  are  going  to  get  out  of  these  reviews  you  are 
making  of  the  IRS  systems.  What  is  the  next  thing  you  are  going 
to  do  with  regard  to  this  study? 

Mr.  Holloway.  I  think  the  next  steps,  as  I  have  alluded  to  on 
a  couple  of  occasions,  is  that  our  goal  is  that  we  have  to  work  as 
hard  as  we  can  with  them  to  get  some  of  this  stuff  implemented. 
We  believe  that  it  is  just  imperative  that  this  stuff  gets  fixed  and 
it  is  not  an  insurmountable  problem.  So  our  next  goal  is  to  improve 
and  perfect  the  action  plan,  to  come  up  with  what  you  talked 
about,  which  is  a  timetable  for  corrective  action,  what  the  specific 
actions  are,  and  when  they  are  going  to  get  done.  That  is  what 
IRS's  senior  management  is  asking  for. 

That  is  what  Congress  must  insist  upon.  I  think  it  is  something 
that  just  has  to  happen  so  that  we  can  give  you  something  that  you 
can  then  look  at  and  say,  did  they  get  it  done?  If  they  did  not,  you 
deal  with  it.  If  they  did,  you  applaud  them  and  you  keep  charging 
to  the  next  problem. 

So  our  goal  is  to  get  it  down  to  specific  action  items  that  have 
to  be  done,  that  when  completed,  these  problems  will  go  away  and 
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you  all  will  have  reliable  financial  information  to  make  informed 
decisions  from.  That  is  what  we  are  spending  every  minute  on. 

Chairman  Stevens.  I  am  looking  at  the  various  differences  in 
total  revenues  collected,  for  instance,  the  discrepancies  between 
IRS  master  files  and  Treasury  data.  You  say  for  fiscal  year  1994, 
for  example,  some  of  the  largest  reported  amounts  in  IRS  financial 
statements  for  which  IRS  had  insufficient  support  were  $615  bil- 
lion in  individual  taxes  collected.  This  was  $10.8  billion  more  than 
what  was  recorded  in  the  master  file.  There  was  $433  billion  in  So- 
cial Security  taxes  collected.  This  was  $5  billion  less  than  what  was 
recorded  in  the  master  file.  And  there  was  $148  billion  in  corporate 
taxes.  This  was  $6.6  billion  more  than  was  recorded  in  the  master 
file. 

Thus,  the  IRS  did  not  know  and  we  cannot  determine  if  the 
amounts  were  correct.  The  discrepancies  also  further  reduce  our 
confidence  in  the  accuracy  of  the  amount  of  total  revenues  col- 
lected. That  is  not  exactly  reassuring  that  we  are  making  much 
progress. 

Mr.  HOLLOWAY.  Let  me  just  offer  to  you  a  couple  of  things  that 
we  are  trying  to  do.  One  of  the  things  we  are  doing  is  getting  the 
total — most  of  the  receipts  that  the  IRS  collects,  or  essentially  all 
of  them,  go  through  the  Federal  Reserve  banking  system.  We  are 
getting  independent  information  from  the  Federal  Reserve  to  try  to 
identify  an  amount  that  was  collected  for  a  given  fiscal  year  to  be 
able  to  compare  IRS's  internal  analysis  of  its  detailed  transactions 
to  ascertain  whether  or  not  their  efforts  in  lifting  the  information 
from  their  master  file  are  complete  and  include  all  of  the  receipts 
that  were  collected  for  taxes. 

As  they  develop  their  interim  system,  we  are  looking  at  the 
structure  of  that  system  and  making  recommendations  to  them  on 
how  we  think  it  should  be  modified  to  start  addressing  these  prob- 
lems. At  the  Department  of  Treasury,  there  is  a  tax  collection  sys- 
tem that  is  being  put  in  place,  and  I  believe  the  acronym  is  EFPTS, 
or  something  to  that  effect. 

Ms.  Long.  EFTPS. 

Mr.  HOLLOWAY.  But  what  it  is  designed  to  do,  or  what  that  sys- 
tem has  the  capacity  to  do,  if  it  is  fully  implemented,  is  to  try  to 
identify  taxes  by  recipient,  which  is  one  of  the  problems  that  you 
are  alluding  to,  that  hopefully  will  at  some  point  be  tracked  back 
to  IRS's  master  file  system  where  there  is  a  correlation  between 
what  is  in  the  master  file  and  what  is  at  the  summary  record  level. 

I  do  not  want  to  give  you  the  impression  that  nothing  is  being 
done,  but  some  of  these  things  take  an  enormous  amount  of  time. 
You  are  talking  about  a  system  that  is  processing  hundreds  of  mil- 
lions of  transactions,  and  I  agree  with  you,  it  has  to  be  done,  but 
these  are  not  easy  things  to  do. 

Chairman  Stevens.  My  problem  is  that  I  read  too  many  things 
that  you  report.  [Laughter.] 

You  said,  for  instance,  on  page  13,  "The  importance  of  having 
credible  financial  information  for  these  purposes  is  underscored  by 
the  magnitude  of  IRS's  inventory  of  uncollected  assessments  and  by 
IRS's  problems  in  collecting  tax  receivables,  which  we  have  mon- 
itored since  1990  as  part  of  our  high-risk  program." 
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You  go  on  page  12  to  say,  and  this  is  about  accounts  receivable, 
"[The]  financial  statements  cannot  be  relied  on  to  accurately  dis- 
close the  amount  of  taxes  owed  to  the  government  or  the  portion 
of  that  amount  which  is  collectible.  This  is  not  a  new  program,  as 
we  first  identified  IRS'  accounts  receivable  accounting  and  report- 
ing problems  in  fiscal  year  1992  and  again  in  each  subsequent  fis- 
cal year's  financial  audit."  You  have  a  similar  statement  with  re- 
gard to  much  of  IRS's  uncollected  assessments  is  uncollectible.  IRS 
reported  uncollected  assessments  as  of  September  30  as  $200  bil- 
lion. It  is  composed  of  compliance  assessments  which  are  not  yet 
but  may  become  accounts  receivable  and  financial  receivables 
which  are  valid  accounts  receivable. 

I  come  to  the  conclusion  that  those  of  us  who  are  trying  to  work 
on  this  problem  of  balancing  the  budget  cannot  rely  on  the  fact 
that  the  amount  that  is  reported  to  us  is  collectible  as  far  as  ac- 
counts receivable.  What  are  we  going  to  do  about  that?  You  have 
been  reporting  to  us  now  each  year  for  6  years  that  this  system  is 
not  working,  and  now  you  are  saying,  well,  hopefully,  they  recog- 
nize they  have  a  problem. 

Mr.  Hollo  WAY.  Do  not  misunderstand  me.  By  no  means  do  I 
want  to  suggest  that  I  am  making  an  excuse  for  why  some  of  this 
stuff  is  not  corrected,  because  I  share  your  concern  that  had  these 
problems  been  worked  with  an  effort  to  resolve  them  and  turn 
them  around  6  years  ago,  I  think  the  fact  that  they  are  not  6  years 
later  suggests  the  need  for  some  other  actions  to  be  taken,  and  I 
think  some  of  those  actions  are  now  being  taken. 

I  cannot  explain  to  you  why  all  of  the  closure  has  not  come  to 
all  of  these  things  or  how  long  it  is  going  to  take,  but  I  can  tell 
you  that,  again,  you  are  talking  about  a  massive  system  that  has 
been  in  place  for  several  years  that  they  are  tr3dng  to  modify  to  fa- 
cilitate, more  accurately  accounting  for  this  stuff. 

I  go  back  to  the  point  I  made  in  my  opening  statement,  which 
is  you  have  to  keep  in  mind  that  you  have  an  agency  that,  prior 
to  the  late  1980s  and  early  1990s,  was  never  looked  at  and  was 
never  required  to  report  this  information  and  have  it  audited.  What 
they  are  discovering  is  that  their  systems  were  not  designed  to  fa- 
cilitate that  type  of  reporting. 

The  IRS  was  basically  a  tax  return  manufacturing  plant.  They 
brought  them  in,  they  processed  them,  they  sent  refunds  out,  and 
there  was  never  a  question  of  who  owes  us  how  much  at  what 
given  point  of  time  and  the  requirement  to  provide  that  informa- 
tion in  a  reliable  way.  Now  that  is  on  the  table  and  they  have  to 
revisit  and  reengineer  that  process.  You  are  talking  about  going 
back  into  dated  software  languages  and  antiquated  computer  sys- 
tems and  it  is  the  old  adage  of,  do  you  put  new  wiring  in  old  wiring 
bags?  It  is  a  difficult  thing  to  do  when  you  are  mixing  and  match- 
ing, and  that  is  the  challenge  that  they  have. 

What  is  the  right  time  frame?  I  have  to  leave  that  to  the  com- 
puter expert  types.  What  I  can  assure  you,  though,  is  that  the  ad- 
vantage of  having  an  audit  and  requiring  an  annual  audit  is  you 
are  going  to  get  a  real-time  assessment  on  the  progress  or  the  lack 
thereof  to  allow  you  to  make  a  decision  as  to  whether  or  not  it  is 
acceptable,  and  if  it  is  not,  to  find  alternatives. 
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Chairman  STEVENS.  You  point  out  in  your  testimony  on  page  25 
that  you  reported  to  us  last  year  that,  "IRS  was  researching  $13 
milhon  in  net  differences  that  consisted  of  $661  milHon  in  increases 
and  $674  milHon  in  decreases.  The  figures  do  not  represent  all  of 
the  differences  that  existed  at  the  time.  Until  the  reconciliation  is 
completed,  IRS  does  not  know  and  we  could  not  determine*  that  the 
Fund  Balance  account  for  administrative  operations  reported  on 
IRS'  financial  statements  are  accurate  and  reliable,  whether  im- 
proper payments  may  have  occurred,  the  financial  statement  im- 
pact or  what  other  problems  may  become  evident  if  these  accounts 
were  properly  reconciled." 

What  runs  through  my  mind  is  what  would  happen  to  a  small 
business  person  in  my  State  if  they  ended  up  with  the  same  thing 
with  an  IRS  auditor  sitting  in  front  of  them. 

Mr.  HoLLOWAY.  They  would  be  in  a  world  of  trouble. 

Chairman  STEVENS.  And  you  are  the  IRS  auditor,  and  very 
frankly,  we  seem  to  be  a  little  blase  about  these  differences.  It  is 
6  years  since  you  first  reported  that  to  us.  You  have  been  involved 
in  this  how  many  years,  Ms.  Lau? 

Ms.  Lau.  Just  about  a  year  and  a  half. 

Chairman  STEVENS.  But  there  has  been  an  Inspector  General 
longer  than  that,  has  there  not? 

Ms.  Lau.  Since  1989,  a  statutory  Inspector  General  at  the  De- 
partment of  the  Treasury. 

Chairman  STEVENS.  I  suggest  to  you  that  we  are  going  to  have 
to  find  some  way  to  close  this  loop.  I  still  do  not  have  a  time  line 
for  corrective  action.  That  is  what  I  want  to  get.  I  want  to  get  from 
you  a  time  line.  When  are  we  going  to  lay  down  a  marker  and  say, 
IRS  has  to  meet  the  requirements  they  impose  on  every  individual 
in  this  country  by  a  certain  date?  That  seems  to  be  reasonable. 

Mr.  HOLLOWAY.  I  think  that  is  extremely  reasonable,  and  that  is, 
in  fact,  exactly  what  we  are  working  with  them  to  do  and  hopefully 
we  will  have  within  the  next  couple  of  months.  IRS  did  an  initial 
action  plan  that  attempted  to  do  that.  We  are  in  the  process  of 
working  with  them  to  modify  and  enhance  that  action  plan,  to 
come  up  with  specific  deliverables  and  time  tables,  because  I  share 
your  concern. 

I  certainly  do  not  want  to  leave  here  with  you  feeling  like  we 
view  it  as  blase  because  we  think  it  is  crucial.  I  believe 

Chairman  Stevens.  I  am  not  saying  you  are  agreeing.  I  think 
the  system  is  blase  about  the  fact  that  it  is  so  vague  and  there  are 
so  many  problems  and  who  can  blame  any  one  individual,  and  so 
why  not  let  it  go.  But  if  an  individual  was  sitting  on  the  other  side 
with  the  IRS  looking  at  them,  they  would  either  figure  it  out  and 
prove  what  the  situation  was  or  face  an  arbitrary  decision  by  the 
IRS  and  an  assertion  of  taxes  owed 

Mr.  HoLLOWAY.  That  is  correct. 

Chairman  Stevens  [continuing] .  Based  upon  a  failure  of  the  in- 
dividual taxpayer's  system  to  provide  the  correct  information, 
right? 

Mr.  HOLLOWAY.  You  are  100  percent  correct. 

Chairman  STEVENS.  Somehow,  we  have  to  put  this  shoe  on  them 
the  same  way,  is  my  opinion. 

Mr.  HoLLOWAY.  I  totally  agree  with  you. 
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Chairman  STEVENS.  We  are  going  to  request  a  similar  response 
from  you  next  year  on  the  same  basis  and  I  hope  that  we  find  some 
way  to  get  a  basic  agreement  on  what  has  to  be  done.  I  come  back 
to  the  point,  I  think  we  may  just  have  to  have  an  outside  entity 
give  them  some  basic  steps  that  must  be  done  by  them,  not  that 
they  look  at  and  say,  well,  we  can  or  cannot  do,  but  things  they 
absolutely  must  do.  You  do  not  have  that  authority  right  now,  do 
you? 

Mr.  HOLLOWAY.  We  do  not  have  that  type  of  authority. 

Chairman  Stevens.  You  do  not  have  that  authority,  either? 

Ms.  Lau.  No,  sir. 

Chairman  Stevens.  The  Secretary  does,  based  upon  your  rec- 
ommendations, right? 

Ms.  Lau.  Yes,  sir. 

Chairman  Stevens.  Maybe  we  should  have  the  Secretary  here  as 
a  final  witness  before  we  are  through,  because  somehow  or  other, 
someone  has  to  put  their  foot  down  and  say,  this  has  got  to  stop. 

I  do  thank  you  very  much.  I  am  going  to  ask  Mr.  Musick  to  come 
up,  and  maybe  you  will  be  interested  in  his  comments.  I  do  not 
know.  I  appreciate  your  courtesy.  Thank  you  very  much. 

Ms.  Lau.  Thank  you,  Mr.  Chairman. 

Mr.  HOLLOWAY.  Thank  you. 

Chairman  Stevens.  You  are  the  Chief  Financial  Officer  for  the 
IRS.  Let  me  hear  your  statement  first. 

TESTIMONY  OF  ANTHONY  MUSICK,i  CfflEF  FINANCIAL 
OFFICER,  INTERNAL  REVENUE  SERVICE 

Mr.  Musick.  Thank  you,  Mr.  Chairman.  What  I  would  like  to  do 
is  just  briefly  summarize  the  statement  and  then  submit  the  origi- 
nal statement  for  the  record. 

I  am  pleased  to  be  here  today  to  discuss  the  audits  of  the  IRS's 
financial  statements  for  the  last  4  years  and  the  progress  we  have 
made  in  improving  financial  management  throughout  the  Service 
as  a  result  of  the  audit  process. 

The  IRS,  as  one  of  the  pilot  agencies  under  the  Chief  Financial 
Officers'  Act  of  1990,  has  both  made  progress  and  faced  unexpected 
challenges  in  meeting  financial  audit  requirements.  We  are  using 
the  CFO  Act  and  the  financial  statements'  audit  as  our  blueprint 
for  financial  management  improvement. 

The  process  of  preparing  financial  statements  and  having  them 
audited  imposes  a  critically  important  discipline  on  us,  a  discipline 
which  can  only  benefit  the  taxpayer  of  the  United  States.  It  is  only 
appropriate  that  we  be  held  to  the  same  standards  to  which  we 
hold  taxpayers. 

It  is  disturbing  to  hear  that  the  IRS  has  not  received  a  clean 
opinion  or  unqualified  opinion,  but  that  does  not  mean  that  the 
money  the  IRS  is  collecting  or  spending  has  disappeared  or  some- 
how been  misappropriated.  This  has  not  occurred. 

To  better  understand  what  we  are  doing,  it  is  important  to  keep 
in  mind  that  the  Service  prepares  two  sets  of  financial  statements, 
one  administrative,  and  the  second,  custodial,  and  has  two  separate 
financial  processes  to  track  these  funds.  The  administrative  system 


*  The  prepared  statement  of  Mr.  Musick  appears  on  page  268. 
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handles  our  appropriated  funds  and  our  revenue  system  tracks 
taxes  collected. 

The  IRS's  first  financial  audit  by  the  General  Accounting  Office 
was  in  fiscal  year  1992.  Since  that  time,  we  have  made  some  sig- 
nificant improvements  on  the  administrative  side,  and  in  the  1994 
financial  audit,  GAO  recognized  this  progress.  Just  5  years  ago,  we 
had  eight  separate  administrative  accounting  systems  that  were 
not  linked  together.  Now  we  have  a  single  corporate  database  for 
our  over  $7  billion  in  appropriated  funds. 

In  addition  to  implementing  our  integrated  financial  system,  we 
transferred  payroll  to  the  National  Finance  Center,  which  is  a  part 
of  the  Department  of  Agriculture,  and  integrated  other  administra- 
tive systems  to  capture  data  at  the  source  and  transmit  this  data 
electronically  to  our  corporate  database.  Our  travel  vouchers  have 
been  automated  nationwide.  Over  80  percent  of  our  travel  vouchers 
were  processed  this  way  in  fiscal  year  1995.  We  implemented  com- 
mitment accounting  procedures  so  that  we  could  have  timely  infor- 
mation about  how  funds  are  spent  and  so  that  we  can  manage  our 
expenditures  more  carefully.  And  we  linked  the  procurement  sys- 
tem with  the  administrative  accounting  system,  enabling  obliga- 
tions to  be  transferred  electronically. 

The  reason  I  mention  this  is  because  the  GAO  was  unable  to 
audit  our  administrative  accounting  system  in  fiscal  year  1992.  In 
fiscal  year  1993,  our  system  was  auditable,  but  we  were  unable  to 
provide  supporting  documentation  for,  among  other  things,  some 
pa5rments  and  adjustments  made. 

For  fiscal  years  1994  and  1995,  the  GAO  audit  report  focused  on 
two  administrative  accounting  issues,  failure  to  reconcile  our  ac- 
counts with  Treasury  and  the  lack  of  receipt  and  acceptance  docu- 
mentation for  non-payroll  payments,  mainly  payments  made  to 
other  Federal  agencies,  such  as  rent  payments  to  GSA  and  printing 
payments  to  the  Government  Printing  Office. 

Regarding  these  two  issues,  we  are  reconciling  our  cash  balances 
to  Treasury  and  we  will  ensure  that  these  balances  are  reconciled 
on  a  monthly  basis.  However  we  have  transactions  in  what  is 
called  a  budget-clearing  account  that  still  need  to  be  resolved. 

On  the  non-payroll  payments,  the  concern  of  GAO  was  that  we 
were  not  adequately  verifying  the  payments  being  made  to  other 
Federal  agencies.  We  are  reviewing  the  process  involved  and  work- 
ing to  improve  them,  but  the  solution  may  require  assistance  from 
GSA,  GPO,  and  other  Federal  agencies. 

Let  me  now  switch  to  the  revenue  accounting  side  of  the  audit. 
The  revenue  accounting  control  system,  which  was  designed  and 
implemented  during  the  1984  time  fi-ame,  was  not  designed  to  pro- 
vide the  detailed  information  required  by  the  1990  CFO  act  for  fi- 
nancial statement  presentation.  The  system  was  designed  to  track 
cash  and  transactions  to  be  posted  to  the  taxpayer's  account.  Most 
of  the  problems  with  revenue  accounting  raised  by  the  GAO  con- 
cern summary  data  posted  to  this  system  that  is  difficult  to  rec- 
oncile on  a  transaction-by-transaction  basis  with  our  master  file  ac- 
counts. 

Also,  the  account  structure  is  not  in  compliance  with  government 
standards.  While  we  can  and  do  reconcile  gross  amounts  collected, 
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we  have  been  unable  to  give  GAO  auditors  the  information  they 
would  like  to  have  to  tie  individual  transactions  to  their  source. 

Because  the  revenue  system  was  not  designed  to  meet  the  CFO 
Act  requirements,  our  challenge  is  to  alter  our  revenue  accounting 
system  to  provide  the  necessary  data  to  meet  the  new  standards. 
For  fiscal  year  1995  audit,  the  IRS  began,  in  cooperation  with  the 
General  Accounting  Office,  the  extensive  analysis  and  documenta- 
tion of  all  revenue  transaction  flows  and  source  documentation. 

Chairman  Stevens.  Mr.  Musick,  let  me  interrupt  you.  I  thought 
there  would  be  another  Senator  here  by  this  time.  I  am  going  to 
have  to  make  a  call  and  correct  a  problem  about  an  appointment 
at  11:30.  I  will  be  right  back. 

Mr.  Musick.  Yes,  sir. 

[Pause.] 

Chairman  Stevens.  Thank  you,  sir. 

Mr.  Musick.  Yes,  sir.  For  the  1995  fiscal  year  audit,  the  IRS 
began,  in  cooperation  with  the  General  Accounting  Office,  the  ex- 
tensive analysis  and  documentation  of  all  revenue  transaction  flows 
and  source  documentation.  Detailed  flow  charts  were  prepared  to 
document  the  understanding  gained  by  the  revenue  system  and 
supporting  feeder  systems.  Site  visits  are  being  made  to  all  service 
centers  to  validate  and  further  document  detailed  transaction 
flows. 

The  results  of  this  process  provide  a  solid  foundation  for  our  un- 
derstanding of  the  system  and  a  springboard  for  refinement  of  fu- 
ture program  extracts.  In  1995,  we  greatly  refined  our  program  ex- 
tracts to  generate  detailed  transaction  data  from  the  master  file. 
These  extracts  provide  the  necessary  detail  to  support  the  monies 
reported  in  the  financial  statements. 

Another  revenue  area  we  are  focusing  on  is  the  accounts  receiv- 
able inventory.  At  the  end  of  fiscal  year  1995,  IRS's  gross  accounts 
receivable  inventory  totaled  $200  billion,  of  which  28.5  percent,  or 
$56.9  billion,  reflected  accrued  interest  and  penalties.  For  collection 
purposes,  this  inventory  is  divided  between  active  accounts  and 
currently  non-collectible. 

For  financial  statement  purposes,  we  have  developed  a  methodol- 
ogy that  divides  this  inventory  between  financial  receivables,  finan- 
cial write-offs,  and  compliance  assessments.  What  we  are  basically 
trying  to  do  is  take  an  inventory  system  and  derive  fi-om  it  an 
amount  equal  to  financial  receivables. 

Total  financial  receivables  for  fiscal  year  1995  were  $112.7  bil- 
lion. Again,  we  are  using  existing  systems  that  were  not  designed 
for  financial  statement  purposes  or  to  comply  with  the  CFO  Act  re- 
quirements. 

In  conclusion,  Mr.  Chairman,  I  have  tried  to  describe  to  you  the 
priority  and  significance  that  we  attach  to  our  financial  manage- 
ment responsibilities  under  the  Chief  Financial  Officers'  Act.  The 
audits  are  a  tremendous  amount  of  work,  both  for  IRS  and  GAO, 
but  they  are  also  a  tremendous  help.  I  believe  we  are  closer  to  get- 
ting an  unqualified  opinion  on  our  financial  statements,  but  as  you 
know,  we  are  not  there  yet. 

This  concludes  my  remarks,  Mr.  Chairman.  I  would  be  happy  to 
answer  any  questions. 
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Chairman  Stevens.  Thank  you  very  much.  Let  me  say  right  at 
the  beginning,  I  do  not  know  of  anything  that  would  lead  to  the 
statement  you  made  about  none  of  these  funds  having  been  ille- 
gally handled.  We  have  not  made  any  charge  that  there  has  been 
any  illegal  activity  in  the  IRS  or  any  misappropriation  of  funds. 
That  would  not  even  be  the  jurisdiction  of  this  Committee  to  go 
into. 

What  we  are  looking  at  is  management  and  how  it  relates  to  the 
laws  that  we  have  passed,  that  have  been  accepted  by  the  Presi- 
dency, to  try  and  assure  that  the  information  that  Congress  re- 
ceives from  these  various  agencies  can  be  relied  upon  in  the  cur- 
rent process.  We  are  getting  into  a  very  tough  period  of  our  history, 
I  think,  and  certainly  IRS  is  one  of  the  keys  in  regard  to  that. 

The  statements  you  have  just  made  about  the  law,  you  are  re- 
quired to  keep  accounts  receivable  on  the  books  for  10  years,  and 
you  point  out  that  a  private  business  would  write  them  off  if  you 
knew  that  they  were  uncollectible.  They  have  a  tax  advantage  from 
writing  them  off  that  you  do  not  have. 

Mr.  MusiCK.  That  is  correct,  sir. 

Chairman  Stevens.  But  we  do  want  to  know  how  valid  those 
gross  accounts  receivable  are  from  the  point  of  view  of  projecting 
future  revenues.  As  I  read  this  statement,  I  have  a  little  bit  of  con- 
cern about  what  I  am  reading.  You  say,  "At  the  end  of  fiscal  year 
1995,  IRS's  gross  accounts  receivable  inventory  totaled  $200  billion, 
of  which  28.5  percent,  or  $56.9  billion,  reflected  accrued  interest 
and  penalties  of  that  amount,  $200  billion." 

If  you  read  down  further  in  your  statement,  you  say,  "Factors 
such  as  death,  bankruptcy,  personal  hardship,  inability  to  locate 
taxpayers,  IRS  or  taxpayer  error,  economic  conditions,  and  age  of 
uncollected  accounts  affect  the  collectibility  of  the  financial  receiv- 
ables. Using  this  approach,  the  allowance  was  $66.6  billion,  bring- 
ing the  net  accounts  receivable  amount  to  $46.1  billion." 

You  then  put  a  footnote  2  and  say,  "The  range  of  IRS's  confidence 
interval,  at  a  95  percent  confidence  level,  is  that  the  actual  amount 
of  collectible  financial  receivables  as  of  September  30,  1995,  was 
between  $44.5  billion  and  $47.8  billion,"  but  you  have  netted  that 
at  $46.1  bilhon. 

I  hope  that  you  think  you  have  just  been  taken  through  a  long 
trail.  What  do  I  rely  on,  as  a  member  of  Congress,  when  I  am  look- 
ing at  this  to  determine  what  is  receivable? 

Mr.  MusiCK.  Mr.  Chairman,  I  think  that  you  pointed  out  a  cou- 
ple of  things  that  I  think,  to  be  very  honest,  are  the  problems  that 
we  are  facing.  The  revenue  systems,  whether  it  be  the  revenue  ac- 
counting system  where  we  account  for  the  taxes  or  the  accounts  re- 
ceivable inventory  system,  were  established  to  do  tax  administra- 
tion to  ensure  compliance  with  the  tax  laws.  We  get  forms  in. 
Those  forms  are  reviewed.  Based  on  that  review,  we  will  determine 
that  there  has  not  been  total  compliance  with  the  tax  laws.  Those 
systems  had  been  in  place  prior  to  the  CFO  Act  and  those  systems 
are  very  old  and  that  is  what  part  of  the  TSM  is,  to  replace  some 
of  those  old  systems. 

What  we  are  trying  to  do  is  to  take  the  financial  statement  proc- 
ess, which  came  into  existence  in  fiscal  year  1990  with  the  CFO 
Act,  and  to  try  to  build  financial  statements  that  report  this  infor- 
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mation.  We  would  like  to  have  a  revenue  system  that  does  four 
things:  Controls  the  operations,  and  that  is  the  tax  administration 
piece;  identifies  collection  by  transaction  activity  or  transaction 
level;  provides  management  information;  and  provides  financial  po- 
sition information. 

Currently,  right  now,  we  are  dealing  with  a  system  that  is  very 
good  at  controlling  the  operations  and  tax  compliance  and  it  does 
do  some  management  reporting  related  to  that.  But  when  you  get 
into  the  financial  management  requirements,  that  is  where  we  run 
into  trouble. 

To  take  the  accounts  receivable  number,  the  $200  billion  number 
is  an  inventory  number.  Our  folks  review  tax  returns,  and  they  de- 
termine that  there  is  a  compliance  assessment  that  we  have  to  look 
into.  That  will  go  into  the  books. 

When  we  get  down  and  try  to  apply  financial  management  is- 
sues, like  what  is  an  accounts  receivable,  we  do  not  have  an  arm's- 
length  transaction,  where  you  have  sold  me,  or  I  have  sold  you 
goods  and  services  and  I  know  you  owe  me  the  money.  We  are  try- 
ing to  take  that  t)T)e  of  approach  and  take  the  inventory  and  break 
it  out  so  we  can  determine  if  those  compliance  assessments  have 
been  agreed  to  by  the  taxpayer. 

Once  we  do  that,  that  gets  us  down  to  our  accounts  receivable 
number  for  a  financial  number.  Then  we  take  what  most  corpora- 
tions do,  it  is  called  the  allowance  for  doubtful  accounts,  and  we 
analyze  that  number.  Based  on  the  history  of  collection,  either,  in 
our  case,  insolvency,  bankruptcies,  offers  in  compromise,  we  find 
out  what  of  that  $112  billion  we  are  actually  going  to  collect.  That 
gets  us  down  to  that  net  receivable  number. 

Since  that  is  an  estimate,  but  that  is  an  estimate  on  most  cor- 
porate financial  statements,  also,  because  you  cannot  identify  the 
individual  account  that  is  going  to  go  bad  during  the  year,  then  we 
put  that  confidence  level  down  there  that  we  think  we  are  95  per- 
cent confident  of  that  number  and  that  is  what  that  range  is. 

Chairman  Stevens.  But  between  1994  and  1995,  you  increased 
your  estimate  of  collectible  taxes  for  tax  accounts,  of  the  collectible 
receivables,  is  that  right? 

Mr.  MusiCK.  That  is  correct. 

Chairman  Stevens.  You  went  up  about  $11.1  billion. 

Mr.  MusiCK.  That  is  because,  I  believe 

Chairman  Stevens.  My  colleagues  are  already  spending  that  and 
I  am  trying  to  figure  out  whether  I  should  go  out  and  tell  them, 
wait  a  minute,  you  cannot  really  rely  on  that.  These  ought  to  be 
sort  of  put  into  at  least  a  confidence  level  analysis  and  you  should 
not  rely  on  those.  Should  we  be  able  to  rely  on  that  figure  that  you 
give  us,  the  collectible  accounts  receivable? 

Mr.  MusiCK.  Of  the  40  number,  is  that  the  46  number  you  men- 
tioned, I  think? 

Chairman  Stevens.  You  give  us  several  numbers,  but  you  have 
to  read  the  footnote  to  decide  which  one 

Mr.  MusiCK.  Right. 

Chairman  Stevens.  From  my  point  of  view,  I  would  rely  on  the 
$44.5  billion.  You  give  $46.1  billion  to  us,  but  you  say  the  upper 
range  is  $47.8.  I  would  take  the  lower  number.  I  think  some  of  my 
colleagues  would  take  the  higher  number  and  spend  it. 
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Mr.  MusiCK.  The  number  that  I  would  rely  on  is  the  number  that 
is  in  the  financial  statements.  The  reason  for  the  financial  state- 
ments in  the  financial  accounting  process  is  to  report  net  realizable 
value. 

Chairman  STEVENS.  That  is  the  average  between  the  $44.5  bil- 
lion and  the  $47.8  billion,  right? 

Mr.  MUSICK.  Right. 

Chairman  Stevens.  Tell  me  about  your  action  plan.  You  say  in 
your  statement  that  you  have  an  action  plan  that  identifies  finan- 
cial accounting  problems,  the  person  responsible  for  the  manage- 
ment, and  a  schedule  for  fixing  the  problems.  Is  that  published? 

Mr.  MusiCK.  Yes,  sir.  I  have  a  copy  here  I  would  be  glad  to  leave 
with  you,  also. 

Chairman  STEVENS.  I  would  like  to  see  that. 

Mr.  MUSICK.  Yes,  sir. 

Chairman  STEVENS.  Are  you  going  to  do  that  annually? 

Mr.  MUSICK.  What  it  is,  it  is  on  a  data  base  and  we  are  doing 
it  monthly. 

Chairman  STEVENS.  Monthly? 

Mr.  MusiCK.  Yes,  sir.  We  are  updating  this  monthly,  which  you 
see,  and  there  would  probably  be — if  I  give  you  this,  there  will  be 
dates  missed  because  this  was  as  of  May  and  what  we  do  is  we 
have  this  on  a  database  that  every  month  we  are  going  in  and  up- 
dating that.  I  could  give  you  probably  one  that  is  updated  as  of 

Chairman  STEVENS.  I  am  not  going  to  publish  it  or  anything.  I 
am  very  interesting  to  know  that  you  have  it. 

Mr.  MusiCK.  Let  me  tell  you,  if  you  would  like  to 

Chairman  STEVENS.  How  do  you  identify  the  persons  respon- 
sible? 

Mr.  MusiCK.  The  process  we  went  through  is  this.  Since  1992,  we 
have  gotten  a  number  of  GAO  audit  reports.  In  addition  to  that, 
we  have  had  some  letters  come  from  GAO  when  we  asked,  what 
is  it  that  we  have  to  do  to  get  a  clean  opinion.  Over  the  last  6 
months,  we  analyzed  the  information  and  figured  out  what  we  had 
to  do  from  an  audit  standpoint  to  get  a  clean  opinion  in  the  short 
term. 

What  I  mean  in  the  short  term  is,  what  can  we  do  to  ensure  that 
the  GAO  or  any  other  auditor  can  say  that  the  numbers  are  cor- 
rect. What  Mr.  Holloway  alluded  to  is  that  we  are  going  to  be 
working  together  to  try  to  come  up  with  something  on  that  and  to 
refine  this  action  plan. 

The  second  piece  of  it  would  be  to  identify  things  that  we  have 
to  do  in  the  long  term,  and  that  is  these  system  fixes  cannot  be 
done  overnight.  It  takes  some  time.  I  think  that  you  asked  about 
and  they  mentioned  the  administrative  system.  I  was  involved  in 
that.  It  took  us  a  little  over  2  years  to  implement.  It  took  longer 
than  that  once  you  bought  the  software,  brought  it  in-house,  imple- 
mented it.  The  problem  was  getting  all  the  people  trained,  and  we 
also  interfaced  it  with  existing  systems,  like  the  payroll  system 
comes  out  of  the  Department  of  Agriculture.  We  had  to  build  an 
interface  with  that  to  bring  that  data  into  the  accounting  system. 

So  what  we  are  trying  to  do  is  to  figure  out  for  a  short-term  pe- 
riod, what  information  we  can  get  to  the  auditors  so  that  they  can 
attest  and  say  the  numbers  on  the  financial  statement  are  right. 
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The  second  piece  of  this  would  be,  what  are  some  of  the  systems 
fixes  that  are  going  to  take  a  httle  bit  longer  for  us  to  fix,  and  that 
is  what  the  plan  is  attempting  to  do  and  it  was  really  based  off  the 
experiences  that  we  have  had  over  the  last  4  years  of  audits  and 
the  conversations  with  the  GAO.  Again,  as  Mr.  HoUoway  indicated, 
we  are  hoping  that  we  can  refine  this.  We  are  going  to  be  meeting 
with  them,  and  we  have  already  met  with  them  on  several  occa- 
sions to  see  what  we  can  do  to  refine  this  a  little  bit  more  and  pro- 
vide some  more  time  lines. 

Chairman  Stevens.  Does  that  plan  identify  the  funds  that  are 
going  to  be  needed  to  increase  training  or  change  your  technology 
base  in  order  to  achieve  the  goals  as  required  by  the  Financial  Ac- 
counting Act? 

Mr.  MUSICK.  Ih  order  to  show  you  what  this  does,  I  have  to  take 
this  into  a  couple  of  pieces.  On  the  administrative  side  of  the 
house,  we  have  the  system  in  place.  We  have  interfaces  with  travel, 
procurement,  budget,  payroll.  We  have  those. 

The  issue  that  we  have  on  the  administrative  side  of  the  house 
is  two  issues.  One,  that  we  did  not  reconcile  our  accounts  with  the 
Treasury,  or  simply  stated,  we  did  not  reconcile  our  checkbook  with 
our  bank  account.  We  have  taken  care  of  that  and  we  are  working 
on  that.  Part  of  that  problem  was  that  in  tr5ring  to  implement  a 
new  system,  we  had  to  migrate  data  from  these  old  systems  and 
things  were  just  difficult  to  get  reconciled.  So  we  have  been  work- 
ing on  that  and  we  believe  we  have  that  done. 

The  second  piece  of  that  is  that  we  have  to  figure  put  how  to  get 
receipt  and  acceptance  information  from  Federal  agencies,  and 
mainly  the  two  that  we  deal  with  are  GSA  and  GPO,  and  we  are 
working  on  that  right  now.  The  funding  for  that,  I  think,  will  be 
done  with  existing  resources.  As  Mr.  Holloway  said,  there  will 
probably  be  some  contract  funding  that  we  might  need  to  do. 

On  the  revenue  side,  we  are  also  taking  the  same  approach.  We 
are  trying  to  determine  fi*om  a  short-term  basis  if  we  can  extract 
data,  detailed  transactions,  which  we  have,  out  of  the  master  file, 
to  have  all  detailed  transactions  that  the  GAO  or  anyone  else  could 
go  back  and  audit. 

The  second  piece  of  that  is  to  determine  how  we  can  build  the 
necessary  system  that  replaces  the  old  revenue  accounting  system 
that  not  only  takes  care  of  controlling  the  tax  compliance  oper- 
ations but  also  provides  a  standard  general  ledger  for  government 
reporting. 

Chairman  Stevens.  Mr.  Musick,  I  am  sorry  to  tell  you  that  we 
have  just  been  requested,  all  Senators  to  come  to  the  floor  at  this 
time.  Why,  I  do  not  know.  I  will  submit  to  you  some  questions  that 
I  have. 

I  am  very  pleased  to  hear  about  the  action  plan,  frankly.  I  would 
like  to  know  from  you,  as  the  CFO,  when  you  think  we  will  get  an 
auditable  financial  statement.  When  will  you  comply  with  existing 
law,  which  we  require  in  1998.  I  would  like  to  ask  you  some  ques- 
tions on  the  record  about  the  year  2000  problem  and  the  costs. ^ 

We  will  submit  those  to  you,  if  you  will  permit  me  to  do  so.  I  re- 
gret this,  but  I  think  that  this  is  probably  part  of  the  process  of 


'  The  responses  to  questions  from  Mr.  Musick  appears  on  page  279. 
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dealing  with  our  retiring  Majority  Leader.  I  thank  you  for  your 
courtesy  and  apologize  for  this. 

Incidentally,  for  the  record,  we  are  going  to  have  to  change  the 
date  on  the  next  hearing  with  IRS.  We  will  notify  IRS  about  that. 
Because  of  some  of  these  days  we  have  lost,  we  are  going  to  have 
to  change  our  schedule  to  make  up  here  in  the  Committee  and  we 
will  let  you  know.  Thank  you  very  much. 

Mr.  MusiCK.  Thank  you. 

Chairman  Stevens.  The  Committee  is  adjourned. 

[Whereupon,  at  11:42  a.m.,  the  Committee  was  adjourned.] 
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TUESDAY,  SEPTEMBER  10,  1996 

U.S.  Senate, 
Committee  on  Governmental  Affairs, 

Washington,  D.C. 
The  Committee  met,  pursuant  to  notice,  at  10:02  a.m.,  in  Room 
SD-342,  Dirksen  Senate  Office  Building,  Hon.  Ted  Stevens,  Chair- 
man of  the  Committee,  presiding. 
Present:  Senators  Stevens,  Domenici,  Glenn  and  Akaka. 

OPENING  STATEMENT  OF  SENATOR  STEVENS 

Chairman  Stevens.  This  is  our  Committee's  fourth  hearing  to  re- 
view the  IRS'  capability  to  modernize  for  the  21st  Century.  Our 
past  hearings  have  revealed  that  the  IRS  has  great  difficulty  defin- 
ing what  technology,  organization  and  business  practices  it  will 
need  for  the  coming  5  years  or  more.  The  IRS  really  has  not  been 
able  to  pass  a  financial  audit,  and  its  Tax  Systems  Modernization 
(TSM)  effort  is  over  budget,  behind  schedule,  and  many  compo- 
nents just  do  not  work. 

The  GAO's  review  of  the  May  6  IRS  Report  to  Congress  on  Tax 
Systems  Modernization  concluded  that  the  "IRS  has  not  made  ade- 
quate progress  in  correcting  its  management  and  technical  weak- 
nesses," and  therefore  the  IRS  will  still  waste  the  money  provided 
for  TSM — that  last  part  is  not  a  quote. 

Today  we  are  releasing  GAO  and  Commerce  Department  inspec- 
tor general  reports  on  a  new  TSM  program  called  Cyberfile.  These 
reports  find  that  the  agencies  ignored  sound  procurement,  com- 
puter security,  program  management  and  financial  control  proce- 
dures, and  the  IRS  has,  in  the  judgment  of  our  staff  at  least,  noth- 
ing useful  to  show  for  the  roughly  $20  million  spent  on  Cyberfile. 

We  want  to  revisit  the  issue  of  IRS  reorganization,  particularly 
the  August  IRS  downsizing  plan.  The  IRS  maintains  this  is  only 
an  acceleration  of  prior  plans,  but  the  past  failures  in  TSM  and  up- 
dating business  practices  may  create  serious  problems  for  the  com- 
pliance and  customer  service  portions  of  the  IRS.  The  Committee 
would  like  discussion  of  the  impact  administrative  reorganization 
will  have  on  business  operations  and  how  IRS  p  lans  to  address  tax 
administrations  issues  that  are  likely  to  arise. 

Also,  the  Committee  wants  to  review  proposals  and  IRS  actions 
taken  to  correct  the  problems  identified  in  the  series  of  hearings  we 
have  held. 

Our  first  panel  this  morning  includes  Gene  Dodaro,  Assistant 
Comptroller  General  and  Director  of  the  Accounting  and  Informa- 
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tion  Management  Division  at  GAO;  Dr.  Rona  Stillman,  GAO  Chief 
Scientist  in  the  Accounting  and  Information  Management  Division; 
and  Lynda  WilHs,  GAO  Director  for  Tax  Pohcy  and  Administration. 

Our  second  panel  will  include  Michael  Dolan,  Deputy  Commis- 
sioner of  the  IRS,  who  is  accompanied  by  Arthur  Gross,  the  IRS 
Chief  Information  Officer,  and  David  Mader,  the  IRS  Chief  of  Man- 
agement and  Administration. 

Our  final  panel  will  include  Bob  Clagett,  Chairman  of  the  Na- 
tional Research  Council's  TSM  study;  John  Gioia,  President  and 
CEO  of  Robbins-Gioia,  Inc.,  and  Robert  Tobias,  President  of  the 
National  Treasury  Employees  Union. 

As  I  said,  it  is  going  to  be  a  tough  morning  to  get  all  the  testi- 
mony in  because  we  have  Tuesday  policy  luncheons  and  a  vote 
right  after  that,  so  we  will  have  to  conclude  this  hearing  by  about 
12:15. 

Senator  Glenn,  do  you  have  an  opening  statement? 

OPENING  STATEMENT  OF  SENATOR  GLENN 

Senator  Glenn.  Yes,  I  do  have  a  very  short  one,  Mr.  Chairman. 
Thank  you.  I  am  glad  we  are  having  this  hearing.  It  is  something 
we  have  followed  on  this  Committee  for  a  long  time,  many  years, 
as  people  at  the  table  are  very  much  aware. 

There  are  many  important  issues,  first  and  foremost  the  IRS  it- 
self. We  have  heard  much  rhetoric  recently  about  eliminating  the 
IRS  and  privatizing.  One  proposal  is  to  take  all  the  IRS  people  and 
send  them  down  to  be  border  guards  and  cut  out  illegal  immigra- 
tion. 

Nobody  likes  filling  out  a  blizzard  of  IRS  forms  and  paying  taxes, 
and  talking  about  making  the  tax  system  that  Congress  created 
simpler  and  more  fair  is  a  legitimate  policy  debate.  Bumper  sticker 
sloganeering  such  as  "doing  away  with  the  IRS"  is  kind  of  like  Karl 
Marx  saying  that  everything  was  going  to  wither  away,  that  the 
State  would  wither  away  under  communism.  It  just  is  not  going  to 
happen. 

The  IRS  collects  more  than  $1.3  trillion  in  revenue  each  year. 
Where  does  that  money  go?  Well,  we  could  name  all  the  things  that 
go  into  our  national  budget  every  year — national  defense,  high- 
ways, waterways,  medicine,  food  safety,  natural  disasters,  the  jus- 
tice law  system,  food,  shelter,  and  health  care  for  those  most  in 
need — and  all  the  other  things  we  know  about  that  go  on. 

Those  are  just  a  few  of  the  critical  functions  that  our  citizens  ex- 
pect the  Federal  Government  to  provide.  Those  who  propose  dis- 
mantling the  IRS  should  explain  to  the  American  public  where 
they  are  going  to  get  the  money  to  carry  out  those  functions,  and 
that  does  not  always  fit  into  a  10-second  soundbite  in  an  election 
year,  unfortunately. 

What  we  should  be  doing  and,  unfortunately,  what  this  Congress, 
with  dubious  logic,  eliminated,  is  an  initiative  that  I  proposed  and 
that  this  Committee  passed,  to  go  after  the  billions  of  dollars  which 
are  owed  and  are  collectable.  This  is  not  just  what  is  owed  to  the 
IRS,  which  is  up  in  the  $120  or  $130  billion  range,  something  hke 
that;  this  is  what  we  estimate  is  collectable.  These  are  just  scoff- 
laws  out  there  who  say,  "No,  we  are  not  going  to  pay,"  and  nobody 
goes  after  them. 
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So  we  had  an  initiative  to  go  after  them  and  get  some  of  that, 
and  I  am  sure  that  most  Americans  want  to  see  us  go  after  those 
scofflaws.  Getting  that  money  would  help  to  reduce  the  deficit,  less- 
en the  tax  burden  on  honest  Americans,  and  restore  some  integrity 
in  the  system.  But  the  compliance  initiative  was  halted  after  just 
one  year  even  though  it  generated,  according  to  the  IRS,  over  $800 
million.  We  didn't  expect  it  to  really  get  into  the  black  until  the 
second  or  third  year,  and  it  got  back  about  twice  what  we  put  into 
it  in  the  very  first  year,  as  I  understand  it.  I  have  asked  GAO  to 
verify  some  of  these  figures,  but  I  just  think  it  is  penny-wise  and 
pound-foolish  to  cut  back  in  one  area  like  that,  where  we  are  get- 
ting more  back  and  making  a  more  honest  IRS  tax  collection  sys- 
tem by  what  we  are  doing,  and  eliminate  it.  I  just  think  that  is 
crazy. 

I  also  have  serious  doubts  about  another  new  program  which  this 
Congress  created  which  turns  over  some  tax  collection  to  private 
debt  contractors.  That  may  sound  good  on  the  surface,  but  I  just 
believe  taxpayer  information  is  so  personal  and  sensitive,  and  I  do 
not  think  it  should  be  given  out  like  a  bad  car  loan  to  a  repo  man 
for  collection  someplace.  I  think  we  deserve  a  more  confidential  sys- 
tem than  that. 

Not  that  the  IRS  is  blameless,  either.  As  a  result  of  the  Chief  Fi- 
nancial Officer  Act,  which  became  law  under  this  Committee  while 
I  was  still  Chairman,  the  IRS  has  to  submit  to  yearly  audits.  Well, 
they  haven't  passed  muster,  either.  Of  all  the  places  in  the  whole 
government  where  we  should  have  a  good  accounting  system, ^it  is 
at  IRS.  They  should  be  the  example  for  everybody  else. 

GAO  in  fact  said  they  could  not  even  render  an  opinion  on  them, 
they  were  that  bad,  and  their  recordkeeping  was  in  that  kind  of 
disarray.  And  almost  one-quarter  of  all  resolution  proceedings 
begun  against  taxpayers  should  not  have  even  occurred  in  the  first 
place,  it  was  that  fouled  up. 

So  while  we  all  agree  on  the  need  to  modernize  the  IRS'  anti- 
quated computer  systems  and  increase  automated  services  and 
move  toward  electronic  paperless  filing,  I  think  we  need  to  do  a  far, 
far  better  job  in  effectively  managing  this  transformation  within 
the  IRS  itself. 

In  other  hearings  this  year,  we  have  heard  about  basic  computer 
security  flaws.  This  is  very  troubling,  because  it  was  through  hear- 
ings that  we  held  here  also  that  we  exposed  the  problem  of  IRS 
taxpayer  browsing,  where  employees  wrongfully  obtained  access  to 
the  returns  of  friends,  neighbors,  enemies  and  celebrities,  in  some 
cases  even  altering  the  data.  That  GAO  continues  to  find  computer 
security  weaknesses  is  of  great  concern. 

The  IRS  recently  announced  its  intention  to  eliminate  about  5 
percent  of  its  work  force.  I  know  we  are  tr3ring  to  downsize  govern- 
ment and  all  that,  but  of  all  the  places  where  we  need  people,  and 
we  are  tr3dng  to  get  people  into  these  areas  to  get  better  compli- 
ance with  laws — they  wanted  to  move  some  of  these  people  origi- 
nally over  into  the  compliance  initiative  that  I  mentioned  a  mo- 
ment ago — now  we  are  downsizing  and  cutting  people  out,  sup- 
posedly because  we  can  now  do  things  more  efficiently,  I  guess.  It 
affects  all  the  States,  of  course.  In  Ohio,  it  affects  about  180  em- 
ployees, primarily  in  the  Cleveland  office,  through  further  consoli- 
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dation  with  the  Ohio  District  Office  as  it  is  now  called,  in  Cin- 
cinnati. That  is  part  of  their  long-term  work  force  reorganization 
plan,  and  I  wanted  GAO  to  look  at  that  also,  along  with  what  busi- 
ness and  cost-benefit  strategies  the  IRS  relied  upon.  This  has  to  ac- 
complish something  if  we  are  going  to  do  this,  and  I  hope  there  is 
some  benefit  to  show  for  it. 

Just  eliminating  the  compliance  initiative  took  away  the  option 
of  having  these  affected  employees  move  into  compliance-related 
positions,  which  would  have  made  a  lot  of  sense  to  me.  It  might 
have  meant  that  you  would  take  people  out  of  a  certain  office  but, 
instead  of  just  paying  moving  costs  across  the  State  or  someplace 
else,  you  would  put  them  into  a  compliance  initiative,  enforcement, 
where  you  get  back  more  than  they  cost.  That  makes  a  lot  of  sense 
to  me. 

We  are  getting  a  lot  of  mail  on  this,  and  I  will  not  read  it,  but 
I  would  like  to  put  my  complete  statement  in  the  record,  Mr. 
Chairman,  if  I  might. 

Let  me  just  add  a  couple  of  other  figures.  The  IRS  should  cer- 
tainly be  concerned  with  customer  service,  which  is  what  some  of 
our  mail  involves,  where  people  say  that  it  is  the  people  getting  cut 
_who  are  the  ones  who  are  servicing  customers  out  there  on  a  day- 
in,  day-out  basis,  and  that  is  what  is  going  to  get  cut;  that  is  what 
they  are  concerned  about,  and  I  am  sure  we  will  hear  some  more 
about  that  from  our  witnesses  later  today,  and  in  my  statement,  I 
have  some  examples  of  some  of  the  mail  we  have  received  on  that. 

The  IRS  should  be  concerned  with  customer  service.  In  GAO's  re- 
port, the  percentage  of  taxpayer  calls  that  IRS  assisters  answer  de- 
creased fi'om  almost  60  percent  in  1989  to  8  percent  for  the  1995 
filing  season.  We  did  improve  some  this  year — it  is  up  to  20  per- 
cent. According  to  a  new  survey  by  the  University  of  Michigan 
Business  School's  National  Quality  Research  Center,  taxpayers 
found  significant  and  marked  declines  in  customer  satisfaction  in 
dealing  with  the  IRS  this  year.  The  drop  in  customer  satisfaction 
was  the  largest  of  all  companies  and  organizations  they  measured 
across  the  board. 

We  are  concerned  about  the  potential  revenue  loss  we  could  incur 
because  these  employees  are  the  ones  who  examine  returns  and 
collect  the  money  owed.  Another  high  IRS  official  wrote  that  this 
consolidation  will  result  in  disparate  treatment  for  Ohio  taxpayers. 
Maybe  IRS  feels  that  relocating  this  center  to  another  place  does 
not  make  that  much  difference  because  they  can  have  an  800  num- 
ber that  happens  to  be  answered  in  Cincinnati  instead  of  Cleve- 
land. Maybe  that  is  the  way  it  works — I  do  not  know.  We  will  have 
testimony  on  that  later. 

I  know  the  Chairman  is  just  as  concerned  as  I  am  about  our  con- 
stituents having  first-hand  access  to  IRS  customer  services,  and  we 
want  to  address  these  issues,  obviously.  We  have  to  remember  that 
these  are  people,  not  just  numbers.  They  have  worked  hard,  under 
increasingly  adverse  conditions — I  am  talking  about  the  IRS.  How 
many  IRS  offices  have  been  the  targets  of  bombs  or  bomb  threats 
in  recent  months?  We  know  they  work  under  quite  adverse  condi- 
tions sometimes. 

So  I  want  to  express  my  appreciation  to  the  Chairman  for  having 
the   hearing  today.   Robert  Tobias,   NTEU   President,   and   Steve 
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Herrington  of  the  NTEU  of  Ohio  will  be  giving  some  testimony 
later  on,  and  I  appreciate  the  Chairman's  including  them  on  our 
witness  list  today. 

We  have  a  lot  of  ground  to  cover,  as  the  Chairman  said  this 
morning. 

Thank  you,  Mr.  Chairman,  and  I  ask  that  my  full  statement  be 
included  in  the  record. 

Chairman  Stevens.  It  will  be  included  in  the  record,  Senator. 

[The  prepared  statement  of  Senator  Glenn  follows:] 

PREPARED  STATEMENT  OF  SENATOR  GLENN 

Good  Morning.  Today  the  Committee  continues  its  oversight  hearings  on  the  man- 
agement and  operations  of  the  Internal  Revenue  Service  (IRS).  There  are  many  im- 
portant issues  to  touch  on. 

First  and  foremost  is  the  IRS  itself.  We've  heard  much  rhetoric  recently  about 
eliminating  the  IRS,  privatizing  it,  or  deploying  their  employees  as  border  guards 
to  fend  off  illegal  immigrants. 

Nobody  likes  filling  out  the  blizzard  of  IRS  forms  and  paying  taxes.  Talking  about 
making  the  tax  system — that  Congress  has  created — simpler  and  fairer  is  a  legiti- 
mate policy  debate.  But  bumper-sticker  sloganeering  such  as  "doing  away  with"  the 
IRS  is  about  as  fanciful  as  Karl  Marx's  theory  that  the  State  would  'Svither  away" 
under  communism.  It  just  is  not  going  to  happen. 

The  IRS  collects  more  than  $1.3  trillion  in  revenue  each  year.  Where  does  that 
money  go? 

It  goes  for  national  defense.  It  goes  to  build  and  maintain  our  Nation's  vital  high- 
ways and  waterways.  It  ensures  that  the  medicine  we  take  and  the  food  we  eat  are 
safe.  It  provides  assistance  for  responding  to  natural  disasters.  It  pays  for  admin- 
istering justice  and  law  enforcement.  It  provides  food,  shelter,  and  health  care  to 
those  most  in  need. 

These  are  but  a  few  of  the  critical  functions  our  citizens  expect  the  Federal  Gov- 
ernment to  provide.  Those  who  propose  dismantling  the  IRS  should  explain  to  the 
American  public  where  we're  going  to  get  the  money  to  carry  out  these  functions. 
It's  always  easy  to  bash  the  IRS  out  on  the  hustings  but  the  facts  and  policy  issues 
are  much  more  complex  than  a  10  second  sound-bite. 

What  we  should  be  doing — and,  unfortunately,  what  this  Congress,  with  dubious 
logic,  eliminated — was  an  initiative  that  I  helped  pass  to  go  after  the  billions  of  dol- 
lars which  are  owed  and  collectible  by  those  who  have  skimped  on  paying  their 
taxes.  At  last  count,  this  was  at  least  $35  billion.  I'm  sure  the  vast  majority  of 
Americans  who  dutifully  comply  with  our  tax  laws  would  like  to  see  us  go  after_ 
these  scofflaws.  It  would  certainly  help  reduce  our  deficit,  lessen  the  tax  burden  on 
hard-working  and  honest  Americans,  and  restore  some  integrity  into  the  system.  Al- 
though the  Compliance  Initiative  was  halted  after  just  one  year,  it  generated,  ac- 
cording to  the  IRS,  over  $800  million  in  additional  revenues,  three  times  as  much 
as  expected.  I've  asked  GAO  to  verify  these  figures. 

I  also  have  serious  doubts  about  another  new  program  this  Congress  has  created, 
which  turns  over  some  tax  collections  to  private  debt  contractors.  I  believe  taxpayer 
information  is  just  so  personal  and  sensitive  it  should  not  be  given  out  like  a  bad 
car  loan  to  a  "repo"  man. 

Not  that  the  IRS  is  blameless.  As  a  result  of  the  Chief  Financial  Officer  (CFO) 
Act,  which  became  law  under  my  watch  as  Chairman,  the  IRS  has  to  submit  to 
yearly  audits.  And  guess  what?  They  haven't  passed  muster. 

The  IRS  financial  management  and  accounting  systems  are  so  poor  that  the  Gen- 
eral Accounting  Office  (GAO)  cannot  even  render  an  opinion  on  them.  Because  their 
recordkeeping  is  in  such  disarray,  almost  a  quarter  of  all  resolution  proceedings 
begun  against  taxpayers  shouldn't  have  even  occurred  in  the  first  place. 

While  we  all  agree  on  the  need  to  modernize  the  IRS'  antiquated  computer  sys- 
tems, increase  automated  services,  and  move  toward  electronic  "paperless"  filing, 
the  IRS  has  done  a  poor  job  in  effectively  managing  this  transformation. 

At  other  hearings  this  year,  we  have  heard  about  basic  computer  security  flaws. 
This  is  very  troubling  to  me  because  it  was  through  hearings  I  held  as  Chairman 
that  we  exposed  the  problem  of  IRS  taxpayer  browsing,  where  employees  wrongfully 
obtained  access  to  the  returns  of  friends,  neighbors,  enemies  and  celebrities,  in  some 
cases  even  altering  the  data.  That  GAO  continues  to  find  computer  security  weak- 
nesses is  of  great  concern  to  me. 
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On  top  of  all  this,  the  IRS  recently  announced  its  intention  to  eliminate  almost 
5  percent  of  its  workforce,  including  up  to  180  employees  in  Ohio,  primarily  in  the 
Cleveland  office,  through  further  consolidation  with  the  Ohio  District  Office  in  Cin- 
cinnati. The  IRS  has  indicated  this  is  part  of  their  long-term  workforce  reorganiza- 
tion plan.  That  is  something  I's  like  GAO  to  look  at,  along  with  what  business  and 
cost-benefit  strategies  the  IRS  relied  upon.  Certainly,  our  short-sighted  elimination 
of  the  Compliance  Initiative  also  took  away  the  option  of  having  these  affected  em- 
ployees move  into  compliance-related  positions. 

The  IRS  claims  that  none  of  these  RIF's  will  be  from  the  front-line,  customer  serv- 
ice personnel.  Rather,  these  positions  fall  under  the  category  of  Examination  and 
Support  "functions."  But  I'm  getting  a  different  message  from  my  constituents.  Ac- 
cording to  one: 

"Contrary  to  published  claims,  this  RIF  will  impact  taxpayers  who  seek  as- 
sistance regarding  collection  and  examination  issues.  Taxpayers  will  no 
longer  be  able  to  call  locally  to  get  information  regarding  liens,  explanations 
of  audit  penalty  and  interest  calculations,  offer  in  compromise  and  other 
valuable  services.  In  addition,  the  Field  Information  Systems  Office  (FISO) 
which  supports  our  Automated  Collection  Systems  and  Taxpayer  Service 
callsites  will  be  eliminated.  Without  technicians  for  our  personal  computers, 
information  data  bases  and  telephone  systems  next  filing  season  could  be 
potentially  a  nightmare." 

The  IRS  should  certainly  be  concerned  with  customer  service.  GAO  has  reported 
that  the  percentage  of  taxpayers'  calls  that  IRS  assisters  answered  decreased  from 
almost  60  percent  in  1989  to  8  percent  for  the  1995  filing  season.  We  did  improve 
some  this  year — up  to  20  percent.  Moreover,  according  to  a  new  survey  by  the  Uni- 
versity of  Michigan  Business  School's  National  Quality  Research  Center,  taxpayers 
found  significant  and  marked  declines  in  customer  satisfaction  in  dealing  with  the 
IRS  this  year.  The  drop  in  customer  satisfaction  was  the  largest  of  all  companies 
and  organizations  measured. 

I'm  also  concerned  about  the  potential  revenue  loss  we  could  incur  because  these 
employees  are  the  ones  who  examine  returns  and  collect  the  money  owed.  Another 
Ohio  IRS  official  wrote  that  this  consolidation  will  result  in  disparate  treatment  for 
Ohio  taxpayers.  Maybe  we  should  all  relocate  to  Cincinnati  because  according  to 
this  official,  the  effect  would  be  a  "tax  holiday"  down  in  there. 

Finally,  I'm  concerned  about  equity.  Last  year  during  the  consolidation  of  the  two 
Ohio  t)istrict  offices,  the  layers  of  management  were  supposed  to  be  reduced.  What 
happened?  More  of  those  affected  moved  into  other  management  positions  and  the 
IRS  even  paid  for  any  necessary  moving  costs.  But  now,  as  another  Ohioan  states: 

"The  public  should  be  aware  that  these  are  not  'fat  cat  bureaucrats'  being 
targeted.  We  are  the  front  line  clerical  and  technical  personnel.  We  have 
no  golden  parachutes,  no  cushy  consultant  positions,  or  buyouts;  we  do  have 
families,  mortgages,  tuition  bills,  unemployment,  and  welfare." 

I  know  the  Chairman  is  just  as  concerned  as  I  am  about  our  constituents  having 
first-hand  access  to  IRS  customer  services,  and  I  certainly  will  join  him  in  any  ef- 
forts to  address  these  issues.  We  have  to  remember  that  these  are  people,  not  just 
numbers.  They  have  worked  hard,  and  under  increasingly  adverse  conditions.  How 
many  IRS  offices  have  been  the  targets  of  bombs  or  bomb  threats  in  recent  months? 

I  also  want  to  express  my  personal  appreciation  to  the  Chairman  for  agreeing  to 
have  here  today,  at  my  request,  Robert  Tobias,  NTEU  President,  and  Steve 
Herrington,  of  NTEU  Ohio,  to  offer  their  important  testimony  on  the  IRS  reorga- 
nization. 

Thank  you. 

Chairman  Stevens.  We  welcome  you  back,  Mr.  Dodaro,  Dr. 
Stillman,  and  Ms.  Willis.  I  do  not  share  all  the  views  just  ex- 
pressed by  the  Senator  from  Ohio,  but  I  do  think  we  still  have 
some  very  tough  issues  to  address,  and  we  want  to  see  what,  if 
anything,  we  can  do  before  the  end  of  this  Congress. 

It  is  my  judgment,  rightly  or  wrongly,  that  the  next  Congress  is 
going  to  have  to  restructure  the  IRS  and,  somehow  or  another,  find 
a  way  out  of  these  constant  failures  in  its  in-house  capabilities  to 
deal  with  the  issues  it  must  solve. 

So  if  you  would,  please  tell  us  about  the  report  that  you  have  just 
released  today,  Mr.  Dodaro? 
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TESTIMONY  OF  GENE  L.  DODARO,i  ASSISTANT  COMPTROLLER 
GENERAL,  ACCOUNTING  AND  INFORMATION  MANAGEMENT 
DIVISION,  U.S.  GENERAL  ACCOUNTING  OFFICE,  ACCOM- 
PANIED BY  RONA  B.  STILLMAN,2  CHIEF  SCIENTIST,  OFFICE 
OF  COMPUTERS  AND  TELECOMMUNICATIONS,  ACCOUNTING 
AND  INFORMATION  MANAGEMENT  DIVISION,  U.S.  GENERAL 
ACCOUNTING  OFFICE,  AND  LYNDA  WILLIS,  ASSOCIATE  DI- 
RECTOR FOR  TAX  POLICY  AND  ADMINISTRATION,  U.S.  GEN- 
ERAL ACCOUNTING  OFFICE 

Mr.  DODARO.  Yes,  Mr.  Chairman,  and  good  morning,  Senator 
Glenn. 

As  you  indicated,  in  the  series  of  hearings  that  we  have  had,  the 
underlying  theme  has  been  the  critical  need  to  continue  improving 
IRS'  business  operations.  Since  we  were  before  this  Committee  in 
May,  we  have  issued  two  major  additional  reports  at  this  Commit- 
tee's request — one  on  the  Cyberfile  project,  and  also  our  assessment 
of  Treasury  and  IRS'  responses  to  our  recommendations  in  the  tax 
system  modernization  area.^ 

I  am  going  to  ask  Rona  to  give  you  a  quick  summary  of  both  of 
those  reports,  and  then  I  will  come  back.  You  asked  me,  Mr.  Chair- 
man, in  March  to  come  back  at  the  end  of  this  series  of  hearings 
and  give  you  our  assessment  of  what  needs  to  be  done,  moving  for- 
ward, both  in  the  short-term  and  in  the  long-term,  and  I  will  do 
that. 

Chairman  STEVENS.  Good.  Dr.  Stillman? 

Ms.  Stillman.  Mr.  Chairman,  Senator  Glenn,  we  are  pleased  to 
be  here  to  discuss  IRS  efforts  to  modernizing  tax  processing  via 
TSM.  Since  1986,  IRS  has  spent  more  than  $3  biUion  on  TSM  and 
expects  to  spend  billions  more  on  TSM. 

By  any  measure,  this  is  a  world-class  information  system  devel- 
opment investment.  In  a  July  1995  report,  we  identified  pervasive 
management  and  technical  weaknesses  in  TSM.  These  weaknesses 
included  not  having  a  business  strategy  to  reach  its  goal  of  getting 
at  least  80  million  returns  submitted  electronically  by  2001;  not 
having  the  data  architecture  and  security  architecture  needed  to 
build  TSM  systems;  not  using  sound  data,  such  as  life-cycle  cost, 
mission-related  benefit,  technical  risk,  and  systems  performance 
when  deciding  which  projects  to  fund  in  TSM;  and  having  imma- 
ture, ad  hoc  and  sometimes  chaotic  systems  development  processes, 
that  is.  Level  1  process  on  the  Carnegie  Mellon  University  Software 
Engineering  Institute's  (SEI)  Capability/Maturity  Scale  of  1 
through  5. 

We  said  these  problems  were  so  serious  that  if  they  were  not  cor- 
rected, TSM  would  not  succeed.  We  also  made  over  a  dozen  specific 
recommendations  for  correcting  the  problems. 

Since  that  time,  both  IRS  and  Treasury  have  acknowledged  the 
problems  and  their  criticality  and  have  stressed  their  commitment 
to  correcting  them.  For  example,  IRS  has  begun  using  contractors 


1  The  prepared  statement  of  Mr.  Dodaro  appears  on  page  286. 

2  The  prepared  statement  of  Ms.  Stillman  appears  on  page  300. 

^GAO  reports  entitled  "Tax  Systems  Modernization:  Cyberfile  Project  Was  Poorly  Planned 
and  Managed"  (GAO/AMID-96-140,  August  1996)  and  "Internal  Revenue  Service:  Business  Op- 
erations Need  Continued  Improvement"  (GAO/AIMD/GGD-96-152,  September  1996)  appears  on 
page  422  and  454. 
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to  define  its  data  and  security  architectures  and  has  created  an  In- 
vestment Review  Board  to  oversee  its  huge  information  systems  in- 
vestment, and  Treasury  has  created  a  Modernization  Management 
Board  that  shows  promise  of  providing  effective  leadership. 

However,  the  bottom  hne  is  this:  None  of  these  actions,  individ- 
ually or  in  the  aggregate,  fully  corrects  any  of  the  problems  we 
identified  or  fully  implements  any  of  the  recommendations  we 
made.  As  a  result,  today,  IRS  still  has  no  strategy  showing  year  by 
year,  from  1996  through  2001,  how  it  will  reach  its  electronic  filing 
goals.  IRS  continues  to  build  systems  without  blueprints  defining 
how  IRS  employees  will  be  provided  ready  and  secure  access  to 
complete  taxpayer  data.  IRS  continues  to  invest  hundreds  of  mil- 
lions of  dollars  each  year,  without  a  disciplined,  data-driven  invest- 
ment process,  and  IRS  continues  to  build  software  using  undisci- 
plined, poorly  controlled  and  inconsistent  software  development 
processes. 

We  also  assessed  IRS  plans  to  expand  its  use  of  contractors  in 
managing  and  developing  TSM.  Specifically,  IRS  plans  to  increase 
use  of  its  current  contractors  and  to  transition  overall  authority 
and  responsibility  for  the  development,  delivery  and  deployment  of 
TSM  to  what  they  have  called  a  "prime  contractor."  IRS  believes 
that  it  can  award  the  contract  for  the  prime  in  about  2  years. 

At  this  point,  IRS  plans  to  use  a  prime  contractor  are  insuffi- 
ciently defined  to  understand  or  assess.  We  do  not  understand  ex- 
actly what  they  plan  to  do,  how  and  when  they  plan  to  do  it,  or 
how  it  will  work. 

For  example,  IRS  has  not  specified  which  development  activities 
it  will  transfer  to  contractors  or  to  what  extent  contractors  could 
be  held  responsible  for  existing  problems  in  these  government-initi- 
ated systems.  This  is  critical,  because  if  IRS  continues  as  planned, 
the  principal  TSM  systems  will  all  be  in  development  and/or  de- 
ployed before  IRS  awards  a  prime  contract. 

What  is  even  more  important,  however,  is  that  these  plans  ap- 
pear to  assume  that  IRS  will  get  better  results  if  it  uses  contractors 
to  develop  TSM  than  it  has  gotten  developing  TSM  in-house.  This 
is  not  the  case.  Cyberfile,  a  system  to  allow  taxpayers  to  file  re- 
turns from  home  PCs,  is  evidence  that  just  contracting  out,  even 
using  what  IRS  calls  a  prime  contractor,  is  not  the  answer. 

In  August  1995,  IRS  agreed  to  use  Commerce  Department's 
NTIS  as  its  prime  contractor  in  developing  Cyberfile.  However, 
Cyberfile  fared  no  better  than  IRS  in-house  developments.  It  was 
developed  using  undisciplined,  SEI  Level  1  software  development 
processes,  could  not  be  delivered  as  planned  for  the  1996  tax  filing 
season,  and  has  been  suspended  after  advancing  $17.1  million. 

In  a  report  recently  completed  for  the  Committee,  we  found  that 
IRS  did  not  manage  the  Cyberfile  acquisition  effectively.  IRS  con- 
tracted with  NTIS  without  convincing  evidence  that  NTIS  could  de- 
liver what  it  promised.  IRS  did  not  conduct  the  requirements  and 
alternatives  analyses  mandated  by  applicable  procurement  regula- 
tions and  by  IRS'  own  policies.  IRS  abdicated  its  responsibility  to 
oversee  NTIS  development  and  acquisition  efforts.  IRS  did  not 
properly  account  for  Cyberfile  obligations  and  costs.  And  IRS  did 
not  take  steps  to  avoid  unnecessary  Cyberfile  costs,  including  hun- 
dreds of  thousands  of  dollars  in  NTIS  management  fees  for  placing 


179 

orders  with  other  Federal  agencies  that  IRS  could  have  placed  it- 
self and  $89,000  in  NTIS  management  fees  for  placing  orders 
against  IRS'  own  contract,  an  existing  Treasury  contract  that  IRS 
administers. 

The  bottom  line,  then,  is  this.  Until  IRS  institutionalizes  dis- 
cipline in  its  contract  management  and  systems  acquisition  prac- 
tices, it  will  do  no  better  contracting  out  for  TSM  than  it  has  done 
trying  to  build  TSM  in-house. 

In  considering  alternatives  for  bringing  IRS  modernization  back 
on  track,  it  is  important  to  discard  three  myths  that  have  distorted 
the  discussion  in  the  past.  The  first  myth  is  that  criticizing  TSM 
is  tantamount  to  opposing  modernization.  It  is  not.  Every  reason- 
able person  recognizes  that  IRS  must  modernize  its  operations.  The 
only  issue  is  how  to  do  that  effectively. 

The  second  myth  is  that  TSM  is  a  single,  integrated  system  that 
will  achieve  IRS'  vision.  It  is  not.  TSM  is  a  set  of  projects  and  ac- 
tivities of  uncertain  business  value  which  is  missing  key  elements 
needed  to  modernize  IRS  operations.  TSM  is  missing  a  business 
plan  to  maximize  electronic  filings.  It  is  also  missing  the  data  and 
security  architectures  needed  to  define  how  ready  and  secure  ac- 
cess to  taxpayer  data  would  be  provided. 

The  third  myth  is  that  cutting  funding  fi-om  TSM  means  endan- 
gering current  operations.  This  is  not  true.  The  operations  and 
maintenance  of  the  Legacy  systems  are  not  funded  by  TSM  appro- 
priations. Further,  by  IRS'  own  accounting,  only  a  fi-action  of  TSM 
goes  to  supporting  operational  systems — about  22  percent  of  the 
original  $850  million  requested  for  1997  and  about  26  percent  of 
the  revised  $664  million  request. 

In  formulating  corrective  strategies,  then,  there  is  latitude  to  ad- 
just both  the  content  of  TSM  and  its  budget.  The  key  is  to  focus 
on  the  heart  of  the  problem  and  to  act  to  correct  it.  The  heart  of 
the  problem  with  TSM  is  that  IRS  is  doing  things — expensive 
things — without  the  management  and  technical  discipline  needed 
to  ensure  success. 

Therefore,  in  a  June  1996  report  to  the  Appropriations  Commit- 
tee, we  recommended  that  the  Congress  consider  permitting  IRS  to 
continue  only  those  things  that  it  is  capable  of  doing,  like  the  oper- 
ations and  maintenance  of  current  systems  or  the  development  of 
small,  low-cost,  low-risk  systems,  but  that  IRS  be  required  to  insti- 
tutionalize disciplined  processes  and  develop  detailed  plans  before 
proceeding  with  more  difficult  things  like  developing  major  systems 
or  contracting  out  for  major  systems. 

The  details  of  our  recommendations  are  in  the  written  testimony, 
Mr.  Chairman.  This  concludes  my  statement. 

Chairman  STEVENS.  Thank  you  very  much. 

Mr.  Dodaro,  what  do  you  want  to  do  now? 

Mr.  Dodaro.  As  you  requested  in  March,  Mr.  Chairman,  I  will 
give  you  an  overall  assessment  of  IRS'  responsiveness  to  our  rec- 
ommendations in  the  series  of  reports  and  testimonies  that  we 
have  been  issuing  and  highlight  for  this  Committee's  attention 
some  short-term  recommendations  that  we  have  made,  and  then 
talk  about  a  couple  of  longer-term  issues. 

First,  on  the  recommendations  we  have  made  in  the  tax  system 
modernization  effort,  in  our  financial  audits,  and  in  our  reviews  of 
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IRS'  efforts  to  provide  customer  service,  IRS  has  basically  agreed 
with  all  the  recommendations  that  we  have  made.  They  have  many 
activities  underway  to  address  some  of  the  problems,  but  the  bot- 
tom line  is  that  none  of  the  major  recommendations  that  we  have 
made  so  far  have  been  fully  implemented  by  the  IRS. 

I  will  note,  however,  that  the  IRS  is  beginning  to  develop  a  much 
better  appreciation  for  the  depth  of  its  problems,  particularly  those 
in  the  technical  areas  of  developing  tax  system  modernization.  IRS 
still  needs  to  do  much  more  to  implement  the  recommendations 
that  we  have  made  before  they  are  fully  able  to  report,  and  we 
would  be  able  to  tell  to  this  Committee,  that  their  serious  manage- 
ment problems  are  fully  corrected. 

In  the  short  term,  I  would  recommend  three  major  categories  of 
items.  One  would  be,  as  we  have  reported,  to  limit  funding  to  the 
Tax  Systems  Modernization  effort  only  to  critical  priorities.  These 
are  priorities  that  would  sustain  current  operations  and  mainte- 
nance of  their  existing  systems.  This  would  be  also  funding  to  help 
them  fix  some  of  their  serious  management  and  technical  problems 
and  also  to  develop  small,  manageable  projects  that  are  low  tech- 
nical risk  and  would  fit  their  current  capabilities  to  implement 
them  much  more  successfully. 

Both  of  the  Appropriations  Committees  are  moving  in  this  direc- 
tion; the  markups  for  IRS  in  the  Committees  begin  to  restrict  the 
funding  and  put  some  checks  and  balances  on  further  funding  in 
TSM,  making  it  contingent  upon  IRS  improving  its  capabilities. 

IRS  and  Treasury  themselves  are  beginning  to  recognize  this  as 
well,  which  I  think  is  a  good  development.  They  have  scaled  back 
their  budget  requests  and  plans  and  are  looking  at  some  of  the 
projects  and  only  undertaking  ones  they  can  handle. 

So  the  first  category  is  to  limit  the  funding  on  Tax  Systems  Mod- 
ernization until  IRS  develops  better  capabilities. 

Second  is  building  those  capabilities  themselves,  and  this  is  in 
two  major  areas. 

One  is  in  making  good  investment  decisions.  IRS  is  putting  in 
place  a  process,  both  at  the  IRS  level  and  at  the  Treasury  level, 
to  scrutinize  what  projects  they  are  selecting,  how  they  are  evalu- 
ating them  and  deciding  upon  making  funding  decisions.  And  while 
the  rudiments  of  this  process  are  in  place,  there  is  still  not  good 
information  that  IRS  has  in  order  to  develop  the  business  cases. 
They  are  working  to  develop  this,  but  they  need  better  data  on 
what  the  costs  of  these  projects  are  going  to  be,  what  the  expected 
benefits  are,  and  then  to  measure  whether  or  not  the  projects  they 
put  in  place  are  actually  receiving  the  benefits. 

Two,  they  need  to  work  on  the  technical  foundation  to  improve 
their  processes  to  both  build  software  themselves,  but  more  impor- 
tantly, to  manage  contractors  that  they  use.  The  problems  with 
Cyberfile  and  other  areas  show  that  IRS  needs  to  develop  the  capa- 
bility to  manage  contractors  effectively,  and  they  also  need  their 
overall  architecture  and  blueprint.  They  have  activities  underway 
to  do  this,  and  we  are  going  to  continue  to  monitor  their  efforts  and 
provide  progress  reports.  But  building  this  technical  foundation  is 
paramount. 

The  third  major  short-term  issue  is  to  continue  working  on  the 
problems  that  are  undermining  IRS'  ability  to  accurately  account 
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for  the  $1.3  trillion  in  revenue  and  its  $8  billion  in  operating  funds. 
These  problems  are  ones  we  reported  for  the  past  4  years  in  our 
financial  audits.  Since  the  May  hearing  before  this  Committee,  we 
have  been  working  with  IRS  on  a  much  more  detailed  action  plan 
to  implement  those  recommendations.  They  have  engaged  some 
outside  parties  to  help  them.  We  are  closely  watching  that  and 
plan  to  provide  continued  progress  reports  to  this  Committee.  But 
it  is  paramount  that  they  get  on  top  of  those  accounting  problems. 

In  the  longer  term,  there  are  two  major  issues.  First,  a  fun- 
damental underlying  problem  here  is  that  there  is  yet  to  be  a  gen- 
eral agreement  between  IRS  and  the  Congress  on  what  its  prior- 
ities are,  what  its  business  strategy  should  be,  how  it  is  going  to 
implement  those  business  strategies  and  how  the  Congress  is  going 
to  measure  their  performance  and  hold  them  accountable.  And 
there  are  two  tools  that  are  available  to  the  Congress  to  assist  it. 

One  is  the  Government  Performance  and  Results  Act,  and  IRS 
will  be  presenting  its  strategic  plan  and  performance  measure  next 
year,  but  the  Congress  must  engage  with  them  and  reach  agree- 
ment on  what  that  basic  business  framework  is  going  to  be  and 
how  they  are  going  to  hold  IRS  accountable  and  measure  their 
progress. 

Two,  next  summer,  the  Congress  will  have  the  results  from  the 
National  Commission  on  Restructuring  the  IRS,  which  has  just 
begun  its  deliberations — in  fact,  as  we  are  meeting  here,  they  are 
having  their  second  meeting.  That  Committee,  which  was  created 
last  year  by  the  Congress,  has  a  broad  charter  to  review  IRS'  oper- 
ations, including  its  organizational  structure  and  technical  capabili- 
ties. 

Finally,  the  Congress  needs  to  settle  on  making  sure  there  is  ef- 
fective oversight  over  IRS'  operations.  The  Treasury  Department 
has  become  much  more  active  recently  in  their  Modernization  Man- 
agement Board.  That  is  a  good  development.  Treasury  should  have 
been  engaged  earlier,  and  they  were  not.  Now  they  are  beginning 
to  get  more  assertive.  0MB  also  needs  to  exercise  its  leadership  in 
terms  of  reviewing  these  investments  before  sending  budget  re- 
quests to  the  Congress  to  make  sure  that  IRS  can  deliver  on  those 
results. 

The  Congress  now  has  available  a  number  of  management  tools. 
You  have  mentioned  many  of  them  this  morning — the  CFO  Act,  in 
order  to  assess  progress  in  accounting;  also,  the  Information  Tech- 
nology Management  Reform  Act,  which  this  Congress  passed  and 
was  signed  into  law,  has  now  become  effective  in  August.  This  act 
is  designed  to  help  ensure  much  more  rigor  and  discipline  in  mak- 
ing technology  investments  and  making  sure  the  American  public 
gets  a  return  on  its  investment,  which  has  not  been  the  case  in  the 
past. 

All  of  these  activities  are  necessary  to  make  sure  IRS  fixes  its 
problems.  It  is  going  to  take  discipline,  it  is  going  to  take  time,  and 
it  is  going  to  take  a  lot  of  oversight  from  this  Committee.  This  se- 
ries of  hearings  has  been  a  good  start,  and  I  would  encourage  the 
Committee  to  continue  this  in  the  future. 

Thank  you.  We  would  be  happy  to  respond  to  any  questions. 

Chairman  Stevens.  Ms.  Willis,  do  you  have  any  comments  at 
this  time? 
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Ms.  Willis.  No,  sir. 

Chairman  STEVENS.  I  am  interested  in  this  new  commission  and 
how  it  might  affect  this  overall  question,  but  do  you  think  they  will 
be  able  to  determine  how  Congress  will  decide  whether  the  IRS  has 
developed  the  capability  in-house  that  it  says  it  can  develop? 

Mr.  DODARO.  Their  charter  is  fairly  extensive.  One  of  the  things 
that  they  are  really  looking  at  is  the  problems  that  we  have  identi- 
fied. In  fact,  Linda  and  Rona  appeared  before  the  commission  at 
their  first  meeting  and  outlined  for  them  in  considerable  detail  the 
results  of  our  reviews  and  our  recommendations. 

The  report,  Mr.  Chairman,  that  we  delivered  to  you  and  Senator 
Glenn  yesterday,  which  summarized  all  the  problems  we  have 
found  at  IRS  has  been  delivered  to  the  commission,  and  they  have 
staffed  up  in  recent  months.  I  think  they  are  going  to  really  take 
a  good  look  at  some  of  these  issues.  I  will  ask  Lynda  to  offer  her 
views  on  this,  since  she  has  been  interfacing  a  lot  with  the  commis- 
sion staff. 

Ms.  Willis.  Mr.  Chairman,  I  think  the  commission  members  are 
very  aware  of  the  problems  that  IRS  faces  and  the  problems  that 
the  commission  faces  in  attempting  to  help  the  Congress  decide 
how  IRS  needs  to  be  structured  as  it  moves  into  the  next  millen- 
nium, providing  better  service  to  the  American  taxpayer. 

What  path  they  will  go  down  and  their  success,  I  think,  are  still 
up  in  the  air.  They  are  just  now  getting  started.  It  is  a  very 
thoughtful  group,  made  up  of  members  of  both  the  government  and 
private  industry  that  I  think  take  their  charter  very  seriously.  I  am 
very  optimistic,  after  attending  the  first  meeting  of  the  commission, 
that  they  will  be  able  to  provide  the  Congress  with  very  useful  in- 
sights on  how  we  not  only  address  some  of  the  problems  of  the  IRS, 
but  also  measure  their  progress  in  resolving  those  problems. 

Mr.  DODARO.  One  of  the  issues,  too,  that  the  commission  was 
specifically  directed  by  the  Congress  to  study  is  the  organizational 
arrangement  of  IRS  and  whether  or  not  other  organizational  mod- 
els might  be  possible,  such  as  quasi-governmental  structure.  So 
they  are  looking  at  ever3rthing  from  the  organizational  structure  to 
technical  capabilities. 

As  Lynda  said,  the  group  is  structuring  itself  and  its  charter,  and 
we  will  just  have  to  wait  and  see  what  recommendations  they 
make.  But  it  is  an  excellent  opportunity  for  this  Congress  and  peo- 
ple who  have  their  views  to  express  them  to  the  commission,  that 
they  focus  on  certain  things,  particularly  the  oversight  issue,  as  to 
whatever  organizational  structure  emerges  or  recommendations 
that  are  put  in  place.  The  focus  has  to  be  that  there  are  underlying 
management  problems  that,  regardless  of  what  organizational  ar- 
rangement emerges,  need  to  be  fixed  under  any  sort  of  arrange- 
ment, fundamental  financial  management  problems,  fundamental 
problems  and  issues  that  need  to  be  dealt  with  and  the  capability 
to  modernize  computer  operations  as  well  as  measuring  perform- 
ance. 

Chairman  Stevens.  I  am  not  sure  that  Congress  itself  has  not 
compounded  this  issue  by  a  series  of  acts,  all  of  which  we  sup- 
ported— the  CFO  Act,  the  Performance  and  Results  Act,  the  Paper- 
work Reduction  Act,  the  Information  Technology  and  Management 
Reform  Act,  and  now  the  new  commission,  which  really  is  respon- 
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sible  to  the  Appropriations  Committee,  which  is  where  it  was  cre- 
ated. In  addition  to  that,  we  have  the  work  that  IRS  is  doing  with 
you.  Are  they  able  to  manage  all  of  these  things  and  bring  about 
the  restructuring  at  the  same  time?  Should  we  put  some  of  these 
things  on  hold? 

Mr.  DODARO.  One  of  our  recommendations  has  been  to  scale  back 
some  of  the  modernization  efforts  until  they  build  the  capabilities. 
That  is  consistent  with  dealing  with  some  of  the  short-term  issues 
they  are  going  to  have  to  deal  with  in  the  restructuring  possibili- 
ties. 

It  will  take  IRS  a  considerable  amount  of  time  to  develop  the 
technical  capacity  to  implement  the  recommendations  as  we  have 
articulated  them,  so  I  think  they  cannot  delay  in  building  their 
technical  foundation.  They  have  also  had  a  business  planning  proc- 
ess underway  for  some  period  of  time  now.  They  have  been  one  of 
the  pilots  under  the  Government  Performance  and  Results  Act. 

So  they  can  carry  out  and  focus  on  some  of  these  short-term  ac- 
tivities while  dealing  with  some  of  the  restructuring  issues,  but  it 
might  be  a  good  idea  to  take  a  look  at  what  options  there  are  for 
the  restructuring  and  maybe  slow  some  of  those  down  until  the 
basic  agreements  are  made  with  the  Congress  on  the  business  pri- 
orities and  some  of  the  performance  measures. 

Lynda,  do  you  have  any  thoughts  on  that? 

Ms.  Willis.  No. 

Chairman  Stevens.  What  about  the  restructuring?  If  Congress  is 
going  to  accept  the  commission's  recommendations,  its  job  is  to  pro- 
pose a  new  structure  for  the  IRS,  isn't  it? 

Mr.  DODARO.  That  is  one  of  the  options. 

Chairman  Stevens.  Should  we  be  spending  all  this  money  and 
time  on  how  to  straighten  out  the  existing  structure?  I  think  TSM 
is  just  that,  isn't  it? 

Mr.  DODARO.  TSM  is  intended  to  make  some  improvements  in 
the  current  structure  and  to  focus  on  how  to  modernize  the  oper- 
ations going  forward.  What  our  recommendations  are  intended  to 
do  is  to  build  IRS'  capability  to  implement  modernization  projects 
regardless  of  what  organizational  structure  gets  put  in  place,  and 
the  fundamental  accounting  problems  need  to  be  fixed. 

My  assessment  on  that,  Mr.  Chairman,  would  be  that  if  IRS  does 
not  fix  some  of  these  immediate  day-to-day  problems,  transitioning 
to  any  other  sort  of  alternative  organizational  structure  will  be 
made  more  difficult. 

Chairman  Stevens.  What  about  your  report  on  Cyberfile  security 
problems,  where  you  indicate  a  lack  of  management  attention  to 
protection  of  taxpayer  privacy  and  computer  security.  The  National 
Research  Council  has  told  us  this  is  a  very  serious  problem.  What 
are  your  recommendations  to  the  IRS  for  dealing  with  these  two  is- 
sues? They  basically  have  to  comply  with  the  Computer  Security 
Act  and  the  Privacy  Act.  Have  you  made  specific  recommendations 
to  them  on  that? 

Mr.  DODARO.  Yes,  we  have.  Each  year,  as  part  of  our  financial 
audit,  we  have  made  recommendations  to  the  IRS.  We  have  looked 
at  the  computer  security  controls 

Chairman  Stevens.  Have  they  followed  your  suggestions? 
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Mr.  DODARO.  They  have  followed  some  of  them,  but  not  all  of 
them  have  been  fully  implemented  yet.  We  continue  to  find  prob- 
lems. In  fact,  in  response  to  a  request  from  Senator  Glenn,  we  are 
looking  more  in-depth  at  computer  security  problems  at  IRS,  and 
we  plan  to  have  a  more  in-depth  report  later  this  year,  with  even 
more  specific  recommendations. 

I  would  also  note  that  in  the  next  week  or  two,  we  will  have  a 
report  to  this  Committee,  to  you,  Mr.  Chairman,  and  Senator 
Glenn,  outlining  information  security  problems  that  are  endemic 
throughout  the  government.  This  is  a  problem  at  IRS  and  it  has 
been  a  problem  for  years,  but  there  is  also  a  problem  in  Defense. 
Computer  security  is  a  problem  in  virtually  every  major  agency. 
Security  management  has  not  been  given  a  high  priority,  and  much 
more  attention  needs  to  be  given  to  this  issue,  particularly  as  agen- 
cies interact  and  link  up  with  the  Internet,  which  is  very  much  in 
play  over  at  the  Department  of  Defense,  and  many  civilian  agencies 
are  moving  in  that  direction.  We  issued  a  report  to  this  Commit- 
tee's Subcommittee  on  Permanent  Investigations  and  Senator 
Glenn  about  hacker  attacks  at  DOD  and  how  those  are  becoming 
pervasive. 

So  as  the  government  has  moved  away  from  mainframe  oper- 
ations into  more  distributed  processing  environments,  this  issue 
has  opened  up  quite  a  Pandora's  box  of  security  problems,  both  pro- 
tecting the  security  of  authorized  users  within  agencies  as  well  as 
allowing  more  potential  for  people  outside  the  government  to  get 
into  the  government's  computer  systems.  So  this  is  a  serious  prob- 
lem, we  are  taking  its  seriously,  and  we  are  looking  more  in  depth 
to  give  IRS  better  recommendations.  But  too  many  people  have  ac- 
cess beyond  their  need  to  get  information.  This  is  true  at  the  IRS 
with  authorized  users,  it  is  true  at  DOD  as  well,  and  also,  there 
is  not  enough  planning  for  disaster  recovery. 

Good  security  management  processes  and  programs  are  not  in 
place  in  the  government. 

Chairman  Stevens.  Specifically  now  to  Cyberfile,  tell  us  about 
those  problems.  This  is  something  that  has  come  on  as  a  new  sub- 
stitute for  a  previous  plan,  and  it  still  has  private  problems  and 
computer  security  problems.  What  are  your  recommendations  on 
Cyberfile? 

Mr.  DODARO.  On  Cyberfile  specifically,  we  issued  a  report  in  May 
that  identified  49  specific  security  violations  that  we  found  in  a 
one-hour  walk-through  of  IRS'  operations.  I  will  let  Rona  give  you 
some  of  the  details  on  that,  but  basically,  those  violations  included 
protecting  the  passwords  in  the  systems  and  physically  protecting 
the  security  of  the  place.  It  was  located  in  a  sub-basement  system 
that  potentially  could  have  flooding  and  destroy  the  equipment. 
There  was  no  protection  of  some  of  the  communication  lines. 

Let  me  ask  Rona  to  give  you  some  of  the  specifics. 

Chairman  STEVENS.  And  flooding  is  very  prevalent  in  our  minds 
right  now  with  Hurricane  Fran.  [Laughter.] 

Dr.  Stillman? 

Ms.  Stillman.  There  are  essentially  two  classes  of  security  prob- 
lems with  Cyberfile.  And  your  question  as  to  whether  IRS  is  giving 
adequate  attention  to  security  in  Cyberfile  would  indicate  that  it 
still  is  not. 
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We  reported  that  when  IRS  developed  Cyberfile,  they  did  it  back- 
wards. We  said  that  in  a  good,  controlled,  disciplined  development, 
you  would  have  your  requirements  first,  then  you  would  do  your 
development,  then  you  would  do  your  testing,  and  only  then  would 
you  go  operational. 

In  fact  with  Cyberfile,  there  was  no  specified  security  policy, 
there  were  no  detailed  security  requirements.  And  this  was  a  sys- 
tem that  was  intended,  at  least  part  of  it,  to  go  out  over  the 
Internet,  which  is  a  very  dangerous  environment.  We  said  they  did 
not  take  adequate  care  to  ensure  security  for  taxpayer  data  over 
the  Internet  environment,  and  they  did  not  respond. 

In  addition,  the  National  Technical  Information  Service  Data 
Center,  which  was  to  receive  the  electronic  filings,  had  very 
many— -47  or  so — physical  security  problems,  and  Mr.  Dodaro  listed 
a  number  of  them — faulty  hinges  on  doors,  faulty  controls,  a  low 
ceiling  with  the  possibility  of  sheering  off  water  pipe  sprinkler 
heads,  inadequate  control  of  a  dusty  environment — all  sorts  of  ac- 
cess problems  which  are  just  indicative  of  a  lack  of  attention. 

None  of  these  problems  are  new  or  take  tremendous  insight  to 
recognize,  and  all  are  widely  understood  in  the  industry.  The  only 
reason  not  to  address  the  problem  is  because  you  do  not  give  it  ade- 
quate attention,  and  they  should  have. 

Chairman  Stevens.  Thank  you.  Senator  Glenn? 

Senator  Glenn.  Thank  you,  Mr.  Chairman. 

According  to  IRS,  they  are  relying  on  this  5-year  compliance  ini- 
tiative to  cushion  the  reorganization.  They  were  going  to  reassign 
people  and  retrain  employees  to  handle  compliance  and  enforce- 
ment duties.  Preliminary  data  gathered  by  GAG  suggests  that  of 
the  5,500  new  compliance  positions  created  in  fiscal  1995,  which 
was  the  first  and  last  year  of  the  initiative,  over  4,300  jobs  were 
filled  by  existing  IRS  employees  while  actual  new  hires  numbered 
around  1,150.  So  they  were  in  the  process  of  doing  that,  and  we 
cut  out  the  compliance  initiative.  A^Hiat  do  you  think  about  that? 
Was  this  a  penny- wise,  very  pound-foolish  operation  in  cutting  that 
compliance  initiative? 

Ms.  Willis.  Senator,  we  are  in  the  process  right  now  of  looking 
at  the  reports  from  IRS  in  terms  of  the  return  on  the  first  year  and 
only  year  of  the  compliance  initiative  and  the  money  that  it 
brought  in.  There  were  several  questions  that  we  had  that  we 
raised  with  this  Committee  earlier,  regarding  the  compliance  ini- 
tiative or  any  compliance  initiative.  One  was  to  make  sure  the 
money  was  spent  where  Congress  intended  it  to  be  spent,  that  we 
actually  got  the  return  on  the  investment  that  we  intended,  and 
that  we  got  the  biggest  bang  for  our  buck  in  terms  of  using  the 
money.  I  think  those  are  all  questions  that  still  remain,  and  in  any 
compliance  staffing,  whether  it  be  an  initiative  or  just  straight 
budget,  those  are  questions  we  need  to  ask. 

Senator  Glenn.  Well,  it  is  estimated  there  is  about  $35  billion 
out  there  that  they  say  is  collectable  if  we  had  the  people  to  go 
after  it — and  that  is  the  collectable,  not  the  total  owed,  but  the  col- 
lectable. I  think  it  is  foolish  not  to  go  after  that. 

They  are  cutting  almost  5,000  jobs,  4,790  full-time  employees, 
FTEs,  at  a  time  when  we  need  more  people  to  go  out  and  do  this 
work. 
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Mr.  DODARO.  One  of  the  underlying  issues  that  we  have  had, 
Senator,  that  makes  us  reticent  to  make  endorsements  of  these 
kinds  of  initiatives  is  that  the  basic  underlying  accounting  informa- 
tion is  not  accurate.  And  for  IRS  to  be  really  effective  and  to  target 
its  resources  effectively,  it  needs  better  and  more  accurate  informa- 
tion. 

In  the  4  years  that  we  have  been  doing  the  financial  audits,  we 
have  had  only  one  year  where  we  were  satisfied  that  their  esti- 
mates for  accounts  receivable  and  collectable  were  accurate  esti- 
mates, and  even  those  were  statistical  projections. 

Senator  Glenn.  Yes.  That  is  a  different  area  of  how  they  do  their 
own  internal  accounting.  How  are  they  coming  along  on  that,  be- 
cause we  passed  the  CFO  Act,  now  you  are  auditing  this,  and  that 
was  one  of  the  first  agencies  audited  because  we  thought  we  could 
put  them  as  a  paragon  of  virtue  out  there  and  an  example  to  every- 
body else,  and  we  found  out  that  it  was  just  the  opposite  and  now, 
years  later,  we  are  still  trying  to  get  it  straight. 

How  long  do  you  think  it  is  going  to  be  before  you  can  have  what 
would  be  comparable  to  a  certified  audit  that  says  IRS  has  a  fine 
accounting  system  for  showing  exactly  how  they  do  their  own  inter- 
nal operations,  not  just  taxes  that  they  bring  in,  but  how  they  do 
their  own  internal  operations?  How  long  do  you  think  it  is  going 
to  be  before  we  have  that? 

Mr.  DoDARO.  I  would  say  in  the  internal  accounting  for  their  own 
$8  billion  appropriation,  there  is  no  reason  in  the  next  year  or  two 
that  those  problems  cannot  be  fixed.  They  have  put  in  a  new  pay- 
roll operation,  they  have  gone  to  the  National  Finance  Center,  and 
that  is  $5  billion  of  the  $8  billion  appropriations.  But  they  still 
have  problems  in  two  areas.  One  is  in  reconciling  their  balances 
with  the  Treasury  Department.  They  still  cannot  fully  reconcile 
their  balances  with  Treasury,  and  we  are  working  on  that. 

The  second  is  in  the  area  of  non-payroll  expenditures,  where  they 
are  receiving  goods  and  services  such  as  printing,  payroll.  Cyberfile 
is  a  classic  example,  where  they  are  pa3ring  for  services  that  they 
need  to  be  receiving  fi*om  NTIS.  In  that  area,  we  continue  to  find 
problems. 

Now,  we  have  made  additional  recommendation  to  IRS,  and  we 
are  working  with  them  on  a  detailed  action  plan,  but  IRS  has  to 
execute  their  current  procedures  properly.  One  of  the  problems — 
this  is  true  in  TSM  as  well  as  financial  management — is  that  IRS 
is  a  large,  decentralized  agency  that  has  given  a  lot  of  autonomy 
to  its  regions  and  district  offices,  and  they  are  not  always  following 
proper  procedures  when  the  goods  come  in,  or  when  there  are  par- 
ticular problems. 

So  there  is  no  reason — it  is  just  following  the  procedures.  We 
have  worked  out  a  plan  with  them,  but  they  have  got  to  execute 
it  properly  for  us  to  be  able  to  give  them  a  certification  that  every- 
thing is  okay. 

On  the  revenue  side,  I  think  it  is  going  to  take  a  little  bit  more 
time  than  that. 

Senator  GLENN.  Do  you  think  they  could  have  their  own  internal 
operation  in  hand  within  a  year,  then? 

Mr.  DODARO.  Within  a  year  or  two.  There  is  no  reason.  Senator. 
We  are  at  the  close  of  fiscal  year  1996.  We  are  in  the  process  of 
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doing  our  audit  for  fiscal  year  1996.  We  fully  expect  to  see  progress 
in  those  two  areas  of  cash  reconciliations  and  receipts  in  goods  and 
services.  We  have  worked  with  them  to  bring  in  some  outside  help 
to  get  these  problems  more  fully  fleshed  out  and  solutions  identi- 
fied, but  we  cannot  go  in  there  and  execute  the  transactions  for 
IRS,  and  that  is  really  the  level  we  are  down  to  now. 

We  have  made  close  to  60  recommendations  in  our  financial  au- 
dits over  time,  and  we  have  worked  with  them,  and  they  have  been 
very  cooperative  in  this  area,  but  it  is  just  a  matter  of  imposing 
discipline  on  an  organization  that  never  had  a  financial  audit  be- 
fore. They  have  a  lot  of  people,  and  they  have  a  massive  operation. 

Senator  Glenn.  Tax  systems  modernization  and  changing  this 
whole  thing  over  was  a  mammoth  operation;  it  was  a  giant  endeav- 
or, and  everybody  knew  that  going  in,  and  they  tried  to  do  it  any 
way,  starting  out.  We  have  been  working  on  this  for,  what,  10 
years  with  this  Committee — maybe  even  longer  than  that — and 
every  year  when  we  ask  when  are  you  going  to  have  it  done,  they 
say,  "We  think  it  is  going  to  take  about  5  years."  At  the  next  hear- 
ing we  have,  the  next  year,  we  would  ask  how  long  do  you  think 
it  is  going  to  take  to  have  it  done,  and  they  say  5  years.  So  there 
was  a  rolling  target  out  there,  and  it  seemed  to  stay  at  5  years, 
like  a  bow  wave  out  ahead  of  us,  5  years  no  matter  what  went  on. 

We  have  heard  comments,  though,  that  maybe  some  of  the  TSM 
people  are  actually  working  on  operational  systems  needed  for  cur- 
rent work,  not  necessarily  systems  development.  Do  you  know  any- 
thing about  that? 

Ms.  Stillman.  There  are  some  TSM  systems  that  are  used  for 
current  operations,  and  Lynda  can  talk  about  some  of  them. 
Telefile  is  one. 

Ms.  Willis.  There  are  several  systems  that  were  developed 
under  the  TSM  umbrella  that  are  now  operating  within  the  IRS. 
Telefile,  as  Rona  said,  is  one  of  them.  SCRIPS,  which  is  the  Service 
Center  Recognition  Image  Processing  System,  is  operating. 

Senator  Glenn.  On  the  President's  request,  I  think  the  Senate 
cut  $1.1  billion  less  than  the  administration  wanted.  The  adminis- 
tration obviously  opposed  that.  Is  that  going  to  have  a  major  im- 
pact on  what  we  are  able  to  do  in  not  only  getting  them  into  com- 
pliance with  their  own  internal,  but  TSM  and  all  the  rest  of  it? 
What  is  going  to  be  the  impact  of  that  kind  of  a  budget  cut? 

Mr.  DODARO.  In  the  TSM  area  in  particular,  that  scaling  back  of 
the  funding  request  which  Treasury  and  IRS  originally  did,  and 
Congress  cut  it  back  a  little  bit  further,  is  consistent  with  what  we 
think  their  current  capabilities  are  to  deliver  those  systems.  It 
should  be  cut  back,  scaled  back,  until  IRS  builds  that  capability, 
and  they  will  agree  when  you  talk  to  them  later  this  morning. 

In  the  other  areas  beyond  TSM,  we  have  not  looked  at  or  evalu- 
ated what  IRS  is  planning  to  do  with  the  broader  range  of  budget 
cuts  in  their  operations,  but  in  the  TSM  area,  the  money  needs  to 
be  directed  to  ongoing  maintenance  and  operations,  and  small, 
manageable  projects.  Also,  the  money  needs  to  go  to  help  them 
build  their  capability. 

In  the  past,  we  have  spent  a  lot  of  money  because  IRS  has 
launched  projects  without  having  the  capability.  IRS  will  tell  you 
that  they  have  fully  come  to  recognize  now  that  they  underesti- 
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mated  severely  the  amount  of  technical  capability  they  needed  to 
develop  TSM. 

Senator  Glenn.  IRS'  estimate  of  what  they  got  back  on  the  com- 
pliance review  was  over  $800  million,  or  $830  million  last  year,  and 
I  do  not  know  whether  we  can  verify  those  figures  or  not.  The  ex- 
penditure was  roughly  half  that,  I  guess.  We  have  asked  you  to 
check  those  figures  to  see  what  they  actually  came  out  to. 

That  whole  compliance  initiative  we  did  not  expect  to  really  get 
into  the  black  until  the  second  or  third  year,  and  then  it  was  going 
to  really  pay  off  beyond  that.  It  looks  like  we  got  about  a  2  to  1 
return  even  in  the  first  year. 

The  Senate  and  the  House  both  did  not  fund  the  President's  re- 
quest of  $360  million  for  the  new  compliance  initiative.  Does  that 
just  fall  flat  now?  Are  they  going  to  be  able  to  shift  any  people  into 
that?  They  were  relying  on  that  to  take  up  some  of  their  personnel 
use  as  well  as  provide  some  extra  funding  that  was  going  to  go  into 
TSM,  as  I  understood  before  when  they  testified  here.  What  hap- 
pens to  that  now?  Is  it  shortsighted  if  we  do  not  go  ahead  and  give 
them  that  money  for  compliance  initiative  support? 

Mr.  DODARO.  IRS  is  going  through  a  major  reassessment  now, 
given  the  forecast  for  their  budget  for  fiscal  year  1997,  and  they 
are  probably  in  the  best  position  to  answer  that  question. 

I  will  say  that  in  the  past,  one  of  the  difficulties  we  have  had 
is  giving  assurance  that  the  numbers  about  the  amount  of  addi- 
tional money  that  is  collected  for  the  compliance  initiative  over  and 
above  what  IRS  would  collect  normally  is — we  have  had  a  little 
concern  about  that.  We  are  working  with  them.  We  are  trying  to 
go  in  and  verify  those  additional  numbers,  but  we  need  to  get  a 
better  comfort  level  on  our  part  that  those  actual  projections  are 
accurate,  and  it  is  complicated  by  some  of  the  other  accounting 
problems  we  talked  about  earlier  today. 

Senator  Glenn.  It  is  pretty  clear  in  my  own  mind  that  if  we  just 
say,  well,  we  are  not  going  to  push  on  compliance  at  all,  you  just 
invite  more  scofflaw  actions  or  inaction  with  regard  to  tax  returns. 
I  just  think  the  thing  is  self-feeding.  People  are  just  sa5ang,  "I 
know  they  are  not  going  to  catch  me  anjrway,"  so  why  not  go  ahead 
and  ignore  it? 

We  have  got  $35  billion  out  there  waiting  to  be  collected.  That 
is  collectable.  To  lay  down  that  initiative,  I  think  just  does  not 
make  any  sense  at  all. 

We  do  not  have  lights  today,  so  I  do  not  know  how  much  time 
I  have  left. 

Chairman  Stevens.  I  am  keeping  watch,  and  you  have  about  2 
more  minutes. 

Senator  GLENN.  All  right.  On  the  private  collection  services, 
without  waiting  until  we  have  the  results  of  last  year's  $13  million 
pilot  program  to  turn  over  some  delinquent  tax  portfolios  to  private 
collection  services,  both  Houses  have  appropriated  another  $13  mil- 
lion for  new  contracts.  Can  you  give  us  any  indication  of  how  that 
is  going?  Is  this  working? 

Ms.  Willis.  I  think.  Senator,  it  is  much  too  early  to  tell.  IRS  has 
issued  the  RFPs  and  the  contracts  for  the  private  debt  collectors. 
There  have  been  concerns  raised  about  the  cases  that  are  being 
sent  out  to  the  debt  collection  agencies  that  are  going  to  be  in- 
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volved,  but  as  with  all  pilots,  until  they  are  finished,  we  really  will 
not  have  a  good  sense  of  what  the  problems  were,  what  the  suc- 
cesses were,  and  overall  the  lessons  learned  from  the  effort. 

Senator  Glenn.  One  of  the  things  we  have  talked  about  in  every- 
one of  these  hearing  with  regard  to  IRS  is  that  it  is  such  a  big  job, 
as  I  was  alluding  to  before.  And  we  say,  well,  if  it  is  that  big  a  job, 
and  you  cannot  institute  it  all  at  once,  then  break  it  down  into 
chunks.  That  is  what  you  normally  do  with  a  bigger  task — you 
break  it  down  into  chunks.  They  said  they  were  doing,  they  are 
going  to  do  that,  and  you  have  said  you  advised  that,  and  you  have 
looked  at  that.  Is  that  working,  and  does  it  give  some  light  at  the 
end  of  this  long,  10-year  or  12-year  tunnel  we  have  been  in,  trying 
to  get  TSM?  Is  that  the  way  we  are  going  to  go,  and  how  are  they 
progressing  in  that  direction,  and  what  do  they  have  to  do  to  ac- 
complish this  better? 

Mr.  DODARO.  Senator,  in  the  tax  systems  modernization  area, 
they  are  beginning  to  do  that.  They  are  looking  at  individual 
projects  that  they  were  proposing  to  expand  and  reexamining  that 
and  trying  to  be  more  careful  that  they  do  not  deploy  some  of  these 
systems — new  systems,  or  move  to  nationwide  implementation — 
until  they  are  really  ready.  So  we  are  encouraged  that  they  are 
doing  that  reassessment,  and  we  would  encourage  them  to  continue 
to  focus  on  that  in  very  modular,  small  pieces. 

As  you  may  recall,  that  is  one  of  the  best  practices  that  we  iden- 
tified in  good  organizations  that  successfully  implement  informa- 
tion systems,  and  we  are  tr5dng  to  encourage  IRS  to  move  in  that 
direction.  So  we  are  definitely  encouraging  them.  They  are  attempt- 
ing to  move  into  more  modular,  small  projects  that  the  Congress 
and  others  could  more  effectively  monitor  as  to  whether  they  are 
achieving  the  results  that  they  intended. 

One  of  the  characteristics  of  where  they  are  at  the  organizational 
level  now  is  that  they  do  not  have  the  capability  to  make  cost  and 
schedule  estimates,  and  until  they  build  that  capability,  I  think  it 
is  not  in  the  Service's  best  interest  to  move  with  large-scale 
projects. 

Senator  Glenn.  My  time  is  up,  but  let  me  ask  just  one  more 
question,  and  you  can  answer  it  very  briefly.  Your  present  report 
comes  to  basically  the  same  conclusions  as  your  report  in  July  of 
1995.  To  some  extent,  you  could  almost  have  put  a  new  cover  page 
on  the  thing  and  reissued  it  this  year.  Are  we  making  progress — 
and  just  a  yes  or  no. 

Mr.  DODARO.  There  are  two  important  distinctions  between  the 
July  report  and  the  June  report.  The  first  important  distinction  is 
that  the  Treasury  Department  has  become  more  active  and  more 
involved  in  overseeing  what  IRS  is  doing.  So  that  is  a  positive  de- 
velopment. Whether  they  are  going  to  be  successful  or  not  remains 
to  be  seen,  but  that  is  definitely  their  objective,  is  to  get  more  over- 
sight over  the  project. 

Second,  IRS  initiated  a  number  of  activities  intended  to  imple- 
ment our  recommendations.  All  we  are  saying  in  our  June  report 
is  they  are  not  there  yet,  and  until  they  are  there,  that  is  why  we 
recommended  scaling  back  the  funding  until  they  build  that  capa- 
bility. 
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So  they  are  headed  in  the  right  direction  but  they  are  not  there 
yet.  It  is  too  early  to  declare  a  victory. 

Chairman  Stevens.  The  Senator  from  Hawaii. 

OPENING  STATEMENT  OF  SENATOR  AKAKA 

Senator  Akaka.  Thank  you  very  much,  Mr.  Chairman. 
I  have  a  statement  that  I  would  like  to  place  in  the  record. 
Chairman  Stevens.  Yes.  We  would  be  pleased  to  put  it  in  the 
record. 

[The  prepared  statement  of  Senator  Akaka  follows:] 

PREPARED  STATEMENT  OF  SENATOR  AKAKA 

Thank  you,  Mr.  Chairman.  I  would  like  to  commend  you  and  Senator  Glenn  for 
your  leadership  on  IRS  oversight  issues.  This  series  of  hearings  has  detailed  prob- 
lems experienced  in  business  operations  and  management  at  the  IRS;  in  particular, 
the  serious  difficulties  with  the  Tax  Systems  Modernization  (TSM)  program.  In  the 
next  Congress,  I  hope  our  Committee's  oversight  hearings  will  receive  good  news  de- 
lineating the  improvements  in  management  and  performance  instituted  in  response 
to  the  recommendations  made  to  the  Service  in  these  hearings. 

The  impact  of  operational,  management,  and  information  systems'  shortcomings 
on  customer  service  is  of  great  concern  to  me.  The  delivery  of  good  service  is  the 
key  to  increased  compliance  and  effective  enforcement.  I  am  concerned  by  the  Serv- 
ice's announced  plan  to  complete  a  reorganization  that  could  lead  to  a  reduction-in- 
force  (RIF)  of  over  2,500  IRS  field  office  employees.  I  find  it  difficult  to  accept  the 
premise  that  customer  service  will  not  suffer  as  a  consequence  of  these  RIFs.  In  my 
own  State,  part  of  the  Pacific-Northwest  District  along  with  Alaska,  Oregon,  and 
Washington,  we  are  scheduled  to  lose  approximately  one-fifth  of  our  IRS  workforce, 
30  to40  employees  from  a  staff  of  200. 

Hawaii  residents  already  have  to  rely  upon  an  800-number  phone  line  to  Seattle 
or  Fresno  for  taxpayer  service  information.  I  can  assure  my  colleagues  that  the  toll- 
free  line  does  not  function  as  advertised.  A  great  number  of  taxpayers  can  not  get 
through,  those  that  succeed  experience  lengthy  delays  and  often  receive  unsatisfac- 
tory assistance.  The  3-hour  time  difference  with  the  West  Coast  makes  the  situation 
more  difficult  for  my  constituents. 

I  am  extremely  skeptical  over  the  validity  of  the  operational  and  budgetary  argu- 
ments I  have  heard  so  far  to  justify  this  reorganization.  I  look  forward  to  hearing 
from  our  panels  on  this  issue. 

Thank  you,  Mr.  Chairman. 

Senator  Akaka.  In  that  statement,  I  express  my  great  concern 
about  the  impact  of  the  shortcomings  of  the  operation,  management 
and  information  systems  on  customer  service,  and  how  they  will  af- 
fect Hawaii,  Alaska  and  other  places.  I  think  we  need  to  really  key 
in  on  that. 

Of  course,  my  hope  is  that  the  systems  that  you  are  recommend- 
ing will  be  improved  in  due  time.  IRS  is  one  of  the  greatest  agen- 
cies which  collects  most  of  the  money  that  we  spend,  and  when  we 
hear  that  a  system  cannot  collect  all  the  taxes  that  are  due  our 
government,  we  are  very,  very  concerned  about  that. 

Mr.  Dodaro,  your  testimony  on  IRS  operations  talks  about  the 
Service's  ability  to  meet  customer  service  and  compliance  and  your 
goals  being  dependent  on  good  information  systems,  good  data  and 
well-trained  employees. 

In  your  judgment,  are  the  information  and  service  systems  at 
IRS  up  to  the  task  presently,  and  if  not,  what  resources  and  time 
frame  are  we  talking  about  to  meet  customer  service  and  compli- 
ance goals?  And  let  me  include  another  remark  there.  Coming  from 
a  State  like  Hawaii,  which  is  6  hours  from  the  East  Coast,  we  have 
another  problem  to  contend  with,  and  sometimes  I  think  that  serv- 
ices like  IRS  should  start  at  noon  and  work  until  9  p.m.  to  accom- 
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modate  the  time  difference  with  the  rest  of  the  country.  But  if  you 
can,  what  resources  and  time  frame  are  we  talking  about  to  meet 
customer  service  and  comphance  goals? 

Mr.  DODARO.  Ms.  Willis  has  been  doing  a  lot  of  the  detailed  work 
in  that  area,  so  I  am  going  to  let  her  respond  to  that  question.  But 
the  emphasis  we  have  been  giving  on  this  issue  is  that  the  cus- 
tomer service  representatives  of  IRS  cannot  give  good  answers, 
even  if  the  tsixpayers  get  through,  until  they  have  access  to  the  in- 
formation they  need  in  order  to  respond  to  the  customer's  inquiry. 
Basically,  right  now,  they  do  not  have  information  that  is  as  good 
as  they  really  need. 

Now,  part  of  the  development  of  those  information  systems  will 
be  dependent  upon  IRS'  capability  to  put  those  systems  in  place, 
so  it  is  very  much  dependent  upon  their  ability  to  put  in  the  tech- 
nical foundation  that  we  have  articulated,  and  moving  from  a  Level 
1  organization  they  are  now  to  a  Level  2  organization  in  terms  of 
software  development  capability  could  take  up  to  a  couple  of  years, 
which  is  the  median  average  for  organizations  moving  at  that  level. 

I  will  let  Lynda  talk  about  the  specific  customer  service  issue 
that  you  are  talking  about. 

Ms.  Willis.  Senator,  I  do  not  think  there  is  any  question  that 
all  of  us  believe  that  customer  service  from  IRS  can  and  does  need 
to  be  improved,  and  I  think  IRS  has  placed  a  relatively  high  prior- 
ity on  that,  but  it  is  not  going  to  be  easy. 

Right  now,  in  addition  to  having  problems  accessing  information 
when  the  taxpayer  calls  in,  obviously,  the  taxpayer  has  a  great  deal 
of  difficulty  getting  into  IRS.  Part  of  the  reason  for  that  is  that  we 
do  not  budget  enough  money  to  respond  to  all  taxpayer  inquiries. 
Right  now,  the  latest  year  that  I  have  figures  for  is  1994,  there  was 
only  enough  money  in  IRS'  budget  to  respond  to  just  over  50  per- 
cent of  the  taxpayers  who  called. 

So  obviously,  with  the  level  of  resources  that  we  are  committing 
to  taxpayer  service  or  to  customer  service,  we  are  not  going  to  be 
able  to  meet  the  demand.  IRS  has  plans  for  increasing  that  level 
of  service,  but  those  plans  call  for  the  reinvestment  of  resources 
that  are  freed  up  by  systems  that  are  made  more  efficient  with  new 
information  systems  being  developed.  They  also  have  plans  for  pro- 
viding customer  assisters  with  better  information,  which  is  also 
critical  to  meeting  the  customers'  needs. 

As  frustrating  as  it  is  to  get  through  to  IRS,  it  is  even  more  frus- 
trating for  a  lot  of  taxpayers  when  they  do  get  through  if  IRS  can- 
not answer  their  question,  cannot  resolve  their  issue. 

So  we  not  only  need  to  look  at  the  resources  that  are  budgeted 
for  customer  service  but  also  look  at  how  long  it  is  going  to  take 
us  to  provide  the  information  systems  to  support  customer  service 
and  how  we  do  this  in  the  most  efficient  fashion.  But  we  are  sev- 
eral years  down  the  road  from  being  able  to  make  major  strides  for- 
ward in  that  regard. 

Mr.  DODARO.  In  the  studies  that  we  have  done  looking  at  the  pri- 
vate sector  where  they  have  made  improvements  using  information 
technology,  most  of  the  customer  service  improvements  that  have 
been  made,  which  I  am  sure  all  of  us  have  experienced  in  dealing 
with  private  sector  organizations,  are  through  use  of  information 
technology — an  800  number  where  you  can  call,  and  they  can  bring 
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up  your  account,  and  you  can  get  answers  right  way,  and  you  can 
call  24  hours  a  day.  All  of  those  advancements  in  the  private  sector 
have  been  made  through  good  application  of  information  technology 
systems  IRS  needs  to  develop  the  capability  to  be  able  to  do  that. 
Otherwise,  it  is  not  going  to  be  successful. 

The  volume  of  activity,  as  long  as  it  is  kept  in  paper  and  in  sepa- 
rate systems,  is  not  going  to  permit  them  to  make  major  strides  in 
customer  service  in  meeting  their  goals. 

Senator  Akaka.  Thank  you.  My  concern,  as  you  know,  is  the  re- 
duction in  force  of  2,500  workers  from  IRS,  and  Hawaii  is  just  a 
part  of  that.  My  concern  again  is  what  impact  would  the  RIF  have 
on  customer  service  and  meeting  the  goals  that  you  are  rec- 
ommending. 

Mr.  DODARO.  We  will  not  be  able  to  assess  that  until  we  see  IRS' 
specific  plans  for  how  they  are  going  to  handle  the  RIF  and  which 
areas  are  going  to  cover  that.  We  would  note  that  in  the  restructur- 
ing efforts  that  they  have  done  so  far,  in  reducing  the  number  of 
regional  offices  and  district  offices  and  customer  service  sites,  we 
have  not  seen  a  decline  in  the  quality  of  customer  service  assist- 
ance so  far.  And  we  cannot  predict  what  would  happen  in  the  fu- 
ture until  we  see  the  specific  proposals. 

Senator  Akaka.  Thank  you.  Thank  you  very  much,  Mr.  Chair- 
man. 

Chairman  STEVENS.  Thank  you  very  much.  Senator  Domenici? 

OPENING  STATEMENT  OF  SENATOR  DOMENICI 

Senator  Domenici.  Mr.  Chairman,  I  came  this  morning  as  kind 
of  an  add-on  Member  of  this  Committee  to  just  make  a  couple  of 
points. 

First,  while  there  is  plenty  of  blame  to  be  imposed  on  the  Inter- 
nal Revenue  Service  for  the  failures  that  are  described  here  and 
that  have  been  described  regularly,  I  believe  that  the  system 
whereby  most  of  the  real  oversight  is  done  singularly  by  an  Appro- 
priations Subcommittee  is  inadequate,  and  I  strongly  recommend 
that  if  this  is  the  Committee  of  jurisdiction  that  they  exert  them- 
selves a  lot  more  forcibly  into  what  is  going  on  in  terms  of  the  ap- 
propriation process  versus  the  Internal  Revenue  Service. 

Now,  I  speak  with  a  little  bit  of  knowledge  because  I  have  served 
on  the  Subcommittee  on  Treasury  and  Postal  Service  which  funds 
the  IRS — in  fact,  I  have  been  its  Ranking  Member. 

My  fear  6  years  ago  as  the  Ranking  Member  of  that  Subcommit- 
tee was  that  we  would  be  precisely  where  we  are  today.  I  used  to 
end  the  hearings  by  asking  onl}'  questions  like:  Is  there  enough 
money  in  here  for  you  to  get  on  with  your  new  management  and 
technology  needs?  It  seemed  obvious  to  me  that  we  were  moving 
quickly  in  the  direction  of  the  IRS  needing  more  money  for  tech- 
nology and  management  and  the  Congress,  because  we  do  not  like 
the  IRS  and  because  our  constituents  do  not  like  the  IRS,  does  not 
want  so  many  IRS  agents  around. 

So  I  am  not  saying  it  is  right  or  wrong  to  have  more  or  less — 
I  voted  for  less — but  I  think  in  the  process,  what  happened  was 
that  the  money  needed  for  the  technology  upgrading  at  the  IRS 
was  inadequate,  and  the  IRS  became  very  confused  as  to  what  they 
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are  supposed  to  be  doing,  and  we  kept  piling  that  on  year  after 
year. 

Nonetheless,  I  do  not  want  to  leave  with  any  notion  that  this  is 
a  satisfactory  situation  from  the  IRS'  standpoint.  As  a  matter  of 
fact,  I  believe  it  borders  on  the  disgraceful  for  an  agency  that  must 
have  the  best  of  equipment  in  terms  of  information,  in  terms  of  just 
mass  communications,  I  think  it  is  disgraceful  that  in  many  cases 
we  are  still  using  10-,  15-,  and  20-year-old  technology.  And  I  have 
not  asked  you  that  question,  but  if  I  asked  you,  you  would  say,  yes, 
we  are. 

When  you  see  how  fast  informatics  is  moving,  a  company  with 
20-year-old  informatics  equipment,  unless  they  do  very  little  and  it 
is  merely  ancillary  to  their  primary  function,  is  out  of  business 
with  20-year-old  computers  and  20-year-old  mainframes  if  that  is 
what  you  are  going  to  use. 

So  I  came  to  suggest  that  if  this  Committee  has  jurisdiction,  I 
commend  you  for  having  the  hearing,  but  I  really  believe  that  some 
accord  has  to  be  reached  between  the  Congress  and  the  IRS,  and 
it  has  to  be  rather  specific.  And  I  would  suggest,  Senator  Glenn — 
you  have  worked  long  and  hard  on  this,  and  none  of  what  I  am  say- 
ing is  critical  of  anyone  other  than  I  believe  it  to  be  the  facts — a 
lot  of  work  is  going  into  oversight,  into  criticism,  into  evaluation. 
Pretty  soon,  we  will  camp  you  all  out  over  there — do  you  have  an 
office  at  the  IRS  yet? 

Mr.  DODARO.  We  have  space  there  that  they  let  us  use. 

Senator  DOMENICI.  Well,  the  way  it  looks,  I  think  they  ought  to 
just  set  aside  about  six  offices  and  call  it  GAO.  That  used  to  be  the 
case  with  the  U.S.  Treasury  Department  for  a  while.  One  of  our 
Secretaries  of  the  Treasury  said  they  were  there  so  much  that  they 
decided  to  just  set  aside  some  offices  and  put  on  them  that  they 
were  GAO's  ancillary  offices.  In  any  event,  that  cannot  go  on  for- 
ever. 

The  House  is  suggesting  that  we  get  the  Department  of  Defense 
involved.  They  are  supposed  to  get  involved  in  helping  them  get 
their  technology  in  order.  Maybe  the  DOD  will  have  an  office  over 
at  IRS  pretty  soon,  I  don't  know. 

In  any  event,  Mr.  Chairman,  things  are  not  going  very  well  at 
the  IRS.  And  I  note  with  interest,  and  I  dare  not  ask  you,  and  un- 
less the  Chairman  wants  me  to,  I  will  not,  but  I  would  just  put  in 
the  record  that  the  administration  disagrees  vehemently  with  the 
appropriations  this  year  and  with  some  of  the  specifics  in  the  bill. 
They  talk  about  why  should  you  rescind  money  that  is  pending 
when  we  have  a  plan  to  use  it.  We  are  apparently  rescinding 
money  that  is  in  the  pipeline.  It  is  a  nice  way  to  save  money,  but 
is  it  the  right  thing  to  do  with  IRS  being  in  the  technical  mess  that 
it  is  in?  They  question  whether  the  Department  of  Defense  ought 
to  be  involved  in  giving  advice,  which  is  what  the  House  suggests. 

So  that  obviously,  there  are  many  things  we  ought  to  look  at 
from  our  standpoint,  but  I  would  suggest  nonetheless  that  there 
are  a  lot  of  very,  very  stupid  things  going  on  at  the  IRS.  I  want 
to  put  in  the  record  that  I  consider  to  be  absolutely  beyond  excuse. 

We  have  a  new  electronic  Federal  tax  pa3mient  system,  and  we 
have  a  schedule  for  businesses  and  individuals  in  America  to  get 
online.  I  have  to  commend  the  Commissioner  because  after  she  re- 
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ceived  a  number  of  letters  from  Senators  and  others,  she  decided 
that  it  would  be  unfair  to  start  charging  a  penalty  to  small  busi- 
nesses on  January  1  because  they  had  inadequately  advised  the 
small  business  community  of  what  the  Federal  electronic  payment 
system  was.  I  have  reviewed  it,  and  I  think  it  would  have  been  to- 
tally unfair.  They  sent  them  an  unsigned  letter,  communicating  the 
requirements,  with  hardly  any  other  information  about  what  this 
whole  deal  was.  And  you  know,  American  business  is  not  all  on  one 
computer  system  or  all  on  one  software  system.  Some  are  still 
doing  business  in  a  very  makeshift  manner,  especially  if  they  are 
$50,000-a-year  businesses,  and  they  are  the  ones  who  are  supposed 
to  go  on  in  January,  very  small  ones. 

So  I  would  just  like  to  make  the  record  by  including  the  records 
that  I  sent  and  the  response  that  the  Commissioner  made.  She  de- 
ferred penalties  for  6  months;  is  that  not  correct?  Are  you  aware 
of  that? 

Ms.  Willis.  Yes. 

Senator  DOMENICI.  Supposedly,  the  penalties  would  start  in  Jan- 
uary, and  she  found  they  were  inadequately  advised,  so  we  will 
delay  6  months  in  that.  I  am  glad  she  delayed.  I  do  not  know  if 
we  ought  to  ever  have  the  penalties  myself  because  small  business 
has  enough  difficulty. 

I  would  just  like  to  make  those  letters  part  of  the  record,  if  you 
would,  Mr.  Chairman. 

Chairman  Stevens.  They  will  be  made  part  of  the  record. 

Senator  DOMENICI.  I  thank  you,  and  I  yield  at  this  point. 

[Documents  follow:] 

Letter  From  Senator  Domenici 

U.S.  Senate 
Washington,  DC 
July  19,  1996 
The  Hon.  Margaret  Richardson 
Commissioner,  Internal  Revenue  Service 
1111  Constitution  Avenue,  N.W. 
Washington,  DC. 

Dear  Commissioner  Richardson:  I  have  begun  hearing  from  small  businesses 
owned  and  operating  in  New  Mexico  about  the  Internal  Revenue  Service's  (IRS)  im- 
plementation of  the  electronic  Federal  Tax  Payment  System  (EFTPS).  I  wanted  you 
to  know  personally  of  the  confusion  and  fear  that  this  implementation  is  causing. 

Based  on  what  my  constituents  have  shared  with  me,  the  form  letter  that  the  IRS 
has  sent  to  certain  small  businesses  amounts  to  an  IRS  demand  letter  that  does  not 
sufficiently  explain  the  implementation  of  EFTPS.  There  is  a  considerable  difference 
between  the  information  my  staff  received  compared  to  what  was  sent  to  my  con- 
stituents. For  example,  my  staff  received  a  comprehensive  package  (i.e.,  a  descrip- 
tive fact  sheet,  a  copy  of  the  form  letter  mentioned  above,  as  well  as  an  easily  un- 
derstood question-and -answer  about  EFTPS).  In  comparison,  the  taxpayer  received 
an  unsigned  form  letter,  instructions  to  comply  with  the  new  payment  system,  in- 
structions for  Form  9779,  and  the  form  itself  I  have  enclosed  copies  of  both  the  in- 
formation provided  to  me  and  the  information  sent  to  small  businesses  so  that  you 
may  see  the  discrepancies  between  the  two. 

This  matter  is  being  brought  to  your  attention  because  as  the  IRS  continues  to 
encourage  computer  tax  payments  (whether  this  be  via  banks  or  businesses  or  indi- 
viduals), it  is  important  to  keep  in  mind  that  change  is  difficult  and  people  have 
vastly  disparate  levels  of  computer  skills.  New  requirements,  especially  those  relat- 
ed to  revenue  collection,  can  cause  resentment  and  anger  among  taxpayers.  I  re- 
spectfully suggest,  therefore,  that  the  IRS  review  its  information  materials  and  pro- 
vide to  taxpayers  a  similar  version  of  the  Q&A  provided  to  my  office  and  perhaps 
address  issues  included  in  the  following  questions: 
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•  Does  a  small  business  have  to  purchase  a  computer  and  modem  to  pay  its 
taxes?  If  not,  what  are  the  various  and  simplest  ways  to  pay  the  appropriate 
taxes? 

•  Does  compliance  with  this  new  payment  system  increase  operating  costs  of 
small  businesses? 

If  the  taxpayers  had  received  the  package  similar  to  the  one  my  staff  obtained, 
I  believe  that  EFTPS  would  have  been  better  received.  Moreover,  I  understand  that 
IRS  will  be  expanding  EFTPS  participation.  As  this  system  becomes  more  encom- 
passing, I  believe  that  by  providing  the  taxpayer  with  more  complete  information 
about  EFTPS,  a  smoother  transition  could  be  possible. 

In  New  Mexico,  about  97  percent  of  all  companies  can  be  identified  as  small  busi- 
nesses, and  of  those,  approximately  57  percent  actually  employ  fewer  than  five  peo- 
ple each.  Nationwide,  there  are  five  million  employers  in  the  United  States  today. 
Of  those,  60  percent  employ  four  employees  or  fewer,  and  94  percent  employ  fewer 
than  50  employees. 

It  is  possible  that  computer  filing  will  eventually  make  it  much  easier  for  small 
business  persons  to  pay  their  taxes,  and  at  the  same  time,  help  the  IRS.  In  the 
meantime,  anything  that  the  IRS  can  do  to  make  this  transition  more  "taxpayer 
friendly"  would  be  greatly  appreciated  and  would  probably  also  improve  taxpayer 
compliance. 

I  thank  you  in  advance  for  your  consideration. 
Sincerely, 

Pete  V.  Domenici 

U.S.  Senator 

Enclosure 


News  Release  7/31/96 

Washington — Commissioner  of  Internal  Revenue  Margaret  Milner  Richardson 
today  provided  relief  to  1.2  million  businesses  required  by  law  to  begin  depositing 
their  Federal  taxes  electronically  by  January  1,  1997. 

According  to  Richardson,  the  IRS  will  not  impose  any  penalty  on  these  new  de- 
positors for  failure  to  begin  making  deposits  electronically  through  the  electronic 
Federal  Tax  Payment  System  (EFTPS)  until  after  July  1,  1997. 

"We  are  very  sensitive  to  the  concerns  raised  by  a  number  of  taxpayers  about 
their  ability  to  meet  the  January  1st  date,"  said  Richardson.  "By  postponing  the 
penalty,  businesses  will  have  additional  time  to  continue  making  Federal  tax  depos- 
its with  traditional  paper  coupons  while  they  learn  more  about  EFTPS  and  set  up 
procedures  to  use  the  new  system." 

EFTPS  is  a  nationwide  Federal  tax  payment  system  that  links  financial  institu- 
tions, taxpayers  and  the  IRS.  Businesses  can  pay  their  taxes  by  transferring  money 
electronically  from  their  bank  accounts  directly  to  the  U.S.  Treasury.  Once  enrolled 
in  EFTPS,  an  employer  may  initiate  electronic  payments  with  as  little  as  a  tele- 
phone call  or  by  using  a  computer.  Employers  will  no  longer  have  to  worry  about 
bringing  their  checks  and  paper  deposit  coupons  to  designated  banks  to  pay  their 
taxes. 

Under  the  law,  businesses  that  had  more  than  $50,000  of  Federal  employment  tax 
deposits  in  1995  must  begin  paying  their  taxes  electronically  by  Jan.  1,  1997.  The 
IRS  recently  sent  letters  and  forms  needed  to  enroll  in  EFTPS  to  the  1.2  million 
businesses  that  must  begin  making  electronic  payments  in  January  1997.  The  IRS 
will  continue  to  work  with  these  taxpayers  to  explain  the  EFTPS  procedures. 

Because  EFTPS  benefits  both  taxpayers  and  the  Federal  Government,  the  IRS  en- 
courages all  businesses  to  enroll  in  EFTPS  and  begin  making  their  payments  elec- 
tronically as  soon  as  possible,  even  if  they  are  not  required  to  do  so. 

Chairman  Stevens.  Senator,  while  GAO  is  here,  I  might  en- 
Hghten  you.  We  have  had  a  series  of  hearings  on  this  subject,  and 
we  have  had  real  difficulty  because  the  IRS  has  not  passed  an 
audit  in  5  years,  and  we  have  had  GAO,  as  you  said,  practically 
move  in  to  try  to  find  out  why,  and  as  Senator  Glenn  says,  every 
report  comes  back  with  the  same  conclusion,  and  the  IRS  has  not 
been  willing  until  now — I  think  this  is  the  first  time,  Mr.  Dodaro, 
you  have  told  us  that  the  IRS  is  starting  to  follow  some  of  the  sug- 
gestions that  GAO  has  made  this  time;  is  that  correct? 
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Mr.  DODARO.  They  are  moving  more  aggressively  to  implement 
the  recommendations. 

Chairman  Stevens.  But  they  have  not  implemented  them  yet. 

Mr.  DODARO.  They  are  not  fully  implemented,  no,  none  of  the 
major  ones  that  we  have  made. 

Chairman  Stevens.  I  too  serve  on  the  Appropriations  Commit- 
tee, and  we  have  rescinded  some  moneys,  but  the  question  was 
asked,  why  put  more  money  down  that  rat  hole  when  they  have  al- 
ready wasted  $3  billion. 

So  that  is  one  place  where  I  disagree  with  you.  Senator,  and  Sen- 
ator Glenn.  I  do  not  see  any  reason  to  hire  any  more  people  or  to 
give  them  any  more  money  if  they  have  wasted  money  to  that  ex- 
tent and  cannot  pass  an  audit.  And  that  is  where  we  stand  today. 

I  do  hope  that  you  will  be  able  to  report  to  us  again,  and  hope- 
fully, we  will  have  another  hearing  this  year;  it  depends  how  soon 
we  can  collect  people  back  here  after  the  sort  of  jousting  that  will 
take  place  until  November,  but  when  that  is  over,  I  would  hope  to 
have  a  final  wrap-up  hearing  on  this  matter  if  that  is  possible 
sometime  in  November.  We  will  contact  you,  all  right? 

Mr.  DoDARO.  Okay. 

Senator  Glenn.  Can  I  ask  just  one  more  question. 

Chairman  Stevens.  Yes. 

Senator  Glenn.  Every  time  you  folks  have  been  up  here  and 
every  hearing  we  have  had  on  this,  we  have  talked  about  the  peo- 
ple involved  over  there.  Commissioner  Richardson  can  come  up 
here,  and  I  look  on  the  plan  on  paper,  and  it  looks  ideal,  it  looks 
great.  She  has  the  plan  for  how  you  do  this  thing,  but  then  it  never 
gets  done.  I  have  likened  it  before  to  sailing  paper  airplanes  off 
into  the  Grand  Canyon.  We  sit  up  here  with  the  big  plan,  and  it 
does  not  get  implemented.  It  seems  to  be  the  inertia  of  the  bu- 
reaucracy or  something.  I  do  not  know  what  it  is,  but  the  basic 
question  is:  Is  it  your  opinion  that  we  can  do  it  with  the  people  in- 
volved over  there  right  now,  without  having  a  wholesale  overhaul? 

Mr.  Gross  came  in  with  some  new  ideas.  I  understand  he  may 
want  to  bring  in  some  more  people.  Is  it  going  to  require  a  major 
change  of  people  over  there  to  get  this  done?  We  have  been  through 
this  with  three  administrations  now,  and  we  seem  to  run  up 
against  the  same  thing.  Every  time  we  come  up  with  a  great  plan, 
and  every  time,  nothing  gets  done.  It  is  out  there,  and  it  is  all  nice, 
but  nothing  happens  down  below.  How  do  we  make  it  happen  down 
below? 

Mr.  DoDARO.  I  think  there  are  two  issues.  Senator,  and  Senator 
Domenici  touched  on  the  first  one.  One  is  that  IRS  has  plans,  but 
the  plans  are  at  this  level  of  organization.  They  have  broad  goals 
that  sound  good.  I  mean,  it  sounds  good  to  say  we  are  going  to  re- 
duce paper  tax  returns.  It  sounds  good  to  say  we  are  going  to  im- 
prove customer  service. 

The  next  level  of  planning  in  terms  of  how  are  you  going  to  im- 
plement that  strategy  is  typically  missing,  and  the  Congress  does 
not  ask  for  that  level  of  detail.  How  exactly  are  you  going  to  do 
this? 

This  is  what  led  to  spending  the  $3  billion  for  tax  systems  mod- 
ernization and  the  fact  that  a  number  of  electronic 
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Senator  Glenn.  We  are  not  supposed  to  follow  clear  on  down.  We 
pass  an  agriculture  bill,  and  we  figure  the  extension  service  down 
there  someplace  will  take  care  of  the  details  of  it.  We  do  not  have 
to  get  down  and  ask  every  farmer.  If  they  have  a  plan,  and  it  is 
a  good  plan,  and  they  are  implementing  it,  and  the  executive 
branch  and  0MB  approve  it,  it  should  get  done;  yet  it  just  seems 
like  it  is  just  out  there,  and  nothing  happens. 

Mr.  DODARO.  Well,  as  far  as  I  am  concerned,  Senator,  unless  you 
have  a  detailed  strategy  of  how  you  are  going  to  implement  it  and 
a  means  of  showing  and  demonstrating  progress,  it  is  not  a  suffi- 
cient plan. 

The  second  part  of  the  activity  that  has  been  lacking  is  follow- 
up.  And  it  is  not  like  these  are  new  problems.  They  have  been 
around  for  a  while,  and  good  management  requires  day-to-day  fol- 
low-up activities,  and  if  something  is  not  getting  done,  it  needs  to 
get  fixed.  Now,  if  you  need  to  make  personnel  moves,  or  if  you  need 
to  put  more  resources  or  redirect  resources  or  give  higher  priorities, 
those  things  need  to  be  done,  and  they  have  not  been  done.  There 
has  not  been  enough  follow-up  to  make  sure  that  what  IRS  was 
planning  to  do  even  got  implemented,  and  that  needs  to  change. 
Until  those  two  things  change — more  detailed,  realistic  planning 
and  adequate  follow-up — you  are  not  going  to  see  different  results. 

Chairman  Stevens.  Thank  you  very  much.  I  appreciate  it,  and 
I  do  hope  we  can  get  back  together  this  year.  I  am  still  constrained 
to  say  that  IRS  is  like  Topsy — it  continues  to  grow.  And  I  do  not 
know  how  we  can  expect  the  modernization  to  take  place  at  the 
same  time  it  continues  to  expand  under  the  existing  system.  It 
seems  to  me  that  the  restructuring  commission  is  the  key  to  this 
right  now,  and  I  am  hopeful  that  we  can  get  some  real  compliance 
by  that  commission  with  the  plans  set  forth. 

Again,  the  Senator  from  New  Mexico  is  correct.  That  came  from 
the  Appropriations  Committee,  not  fi-om  this  Committee,  and  we 
had  expressed  hope  that  we  would  be  getting  some  compliance  with 
the  recommendations  you  have  made  over  the  years,  but  maybe  re- 
structuring is  the  only  thing.  That  is  where  we  started  out  this 
morning. 

Let  me  proceed  now,  if  I  may,  to  the  next  panel. 

Senator  Domenici.  Mr.  Chairman,  could  I  just  make  one  observa- 
tion? Nothing  that  I  said  was  intended  to  be  critical  of  this  Sub- 
committee [sic],  and  in  a  sense,  looking  at  the  overall  scheme  of 
things,  I  am  not  sure  that  I  am  critical  of  the  Subcommittee  on  Ap- 
propriations. But  essentially,  I  think  somebody  ought  to  arrive  at 
the  conclusion  that  was  just  made.  If  that  conclusion,  that  it  is  the 
implementation  that  is  not  forthcoming,  is  correct,  then  I  agree 
with  Senator  Glenn.  We  cannot  be  the  implementers — first  of  all, 
that  is  not  our  job — but  somebody  ought  to  be.  Perhaps  it  is  the 
Secretary.  Maybe  we  ought  to  try  something  new.  It  is  under  his 
jurisdiction,  and  they  kind  of  leave  it  out  there,  floating,  because 
it  is  a  big,  tough  problem.  But  somebody  has  to  implement  the 
plans,  or  somebody  is  going  to  be  here  in  10  years,  going  through 
the  same  thing  again. 

Thank  you,  Mr.  Chairman. 

Mr.  DODARO.  I  think 
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Chairman  Stevens.  We  have  been  here  10  years  now,  Mr. 
Dodaro.  I  think  we  have  to  cut  our  discussion  off. 

Mr.  Dodaro.  Okay. 

Chairman  STEVENS.  Thank  you  very  much. 

Our  second  panel  includes  Michael  Dolan,  Arthur  Gross,  and 
David  Mader. 

Good  morning,  Mr.  Dolan.  I  hope  you  will  do  us  a  favor  and  sum- 
marize your  testimony. 

TESTIMONY  OF  MICHAEL  P.  DOLAN,i  DEPUTY  COMMISSIONER, 
INTERNAL  REVENUE  SERVICE,  ACCOMPANIED  BY  ARTHUR 
GROSS,  CHIEF  INFORMATION  OFFICER,  AND  DAVID  MADER, 
CHIEF  OF  MANAGEMENT  AND  ADMINISTRATION 

Mr.  Dolan.  Mr.  Chairman,  I  will  do  that,  and  I  will  compensate 
for  my  otherwise  Irish  tendency  and  even  try  to  shorten  up  my  oral 
statement. 

I  am  pleased  to  be  back  before  this  Committee.  I  think  in  our 
last  couple  of  times  here,  we  have  had  some  very  good  and  very 
spirited  discussions.  I  have  not  had  the  pleasure  of  testifying  before 
Senator  Akaka  and  Senator  Domenici,  and  I  am  pleased  to  be  here 
today. 

I  have  with  me  this  morning  one  gentleman  who  is  new  to  this 
panel.  Art  Gross.  He  had  been  identified  in  the  earlier  GAO  testi- 
mony. Art  did  not  join  us  the  last  time  we  were  here — he  had  just 
come  on  board.  He  now  probably  feels  like  he  has  been  longer  than 
he  actually  has  because  it  has  been  a  baptism  by  fire. 

With  me  also  is  Dave  Mader,  our  Chief  of  Management  and  Ad- 
ministration. 

Before  I  begin  with  the  thrust  of  what  I  have  in  my  statement, 
I  feel  like  I  have  got  to  rise  to  the  bait  of  the  last  exchange  that 
occurred  here  about  implementation.  I  think  that  the  question  is 
entirely  the  right  one  to  call,  and  I  think  that  as  you  will  see  in 
our  testimony  today,  and  you  will  see  in  the  actions  that  we  have 
underway  on  the  modernization  side,  we  are  prepared  to  acknowl- 
edge mistakes  that  have  been  made  and  corrections  that  have  to 
be  made  faster. 

On  the  other  hand,  I  think  I  would  misrepresent  the  106,000 
people  in  the  IRS  if  I  let  you  leave  this  session  saying  that  the  200 
million  returns  that  got  processed  this  last  filing  season,  the  90 
million  refunds  that  got  generated  on  time,  the  106  million  tele- 
phone calls  that  got  made,  and  the  $30  billion  worth  of  revenue 
that  the  ROs  and  ACS  people  collected — that  all  of  that  happened 
by  accident  and  that  there  is  no  deployment,  no  implementation,  no 
precision  in  the  way  that  we  do  the  things  we  are  asked  to  do. 

We  sure  are  not  perfect,  but  we  also  are  not  waiting  around  for 
it  to  happen  by  magic  or  by  accident.  So  I  take  the  question  as  a 
legitimate  question  to  continue  to  be  pushed  back  at  us,  but  I 
would  also  tell  you  that  we  want  to  rise  to  that  challenge.  We  know 
that  challenge  is  the  expectation  of  us,  and  we  think  we  are  capa- 
ble of  meeting  it. 

For  purposes  of  beginning  the  discussion,  you  asked  me  to  react 
to  three  things.  One  was  to  come  back  in  on  modernization,  and  I 


^The  prepared  statement  of  Mr.  Dolan  appears  on  page  321. 
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will  do  that,  specifically  commenting  on  the  period  since  we  were 
here  last  in  May.  The  second  was  to  comment  on  the  status  of  the 
financial  audit,  and  the  third  was  to  talk  some  about  our  finishing, 
if  you  will,  of  some  consolidation  efforts. 

Since  May,  there  are  a  number  of  things  that  are  new.  The  GAO 
has  already  referenced  the  Secretar5^s  report  on  tax  systems  mod- 
ernization, where  we  worked  very  closely  with  the  Department.  We 
attempted  to  make  a  very  candid  assessment  of  where  progress  had 
been  made  and  where  more  needed  to  be  made.  We  attempted  also 
to  highlight  the  places  where  we  thought  progress  had  already 
been  made. 

A  second  new  thing  for  us  since  October  is  that  Art  has  now 
joined  us  as  Chief  Information  Officer.  We  think  that  coming  into 
the  position,  he  brings  a  lot  of  horsepower  to  a  job  that  is  a  very 
critical  one  for  us.  I  think  he  will  be  the  first  one  to  tell  you  that 
he  has  only  just  begun,  but  already  in  the  time  frame  that  he  has 
been  with  us,  we  have  seen  an  appreciable  enhancement  in  the 
technical  capabilities  borne  out  through  that  job. 

Lastly,  there  has  been  a  lot  of  conversation  this  morning — and 
Senator  Glenn,  I  really  appreciate  the  focus  you  made  on  the  1995 
to  1996  period  we  have  been  in  with  our  budget.  As  we  sit  here, 
we  have  expectations  that  the  full  Senate  will  get  our  1997  appro- 
priation this  afternoon.  There  is  today  a  significant  difference  be- 
tween the  way  the  House  sees  the  President's  request  and  the  ver- 
sion that  I  think  will  go  to  the  floor  of  the  Senate  this  afternoon. 
There  is  some  dialogue  with  the  GAO  about  the  extent  to  which  tax 
systems  modernization  dollars  were  associated  with  that.  There  are 
tax  systems  modernization  dollars  that  are  at  issue  in  the  budget 
that  will  go  to  the  floor  this  afternoon  and  ultimately  be  reconciled, 
but  even  more  important  is  an  aspect  of  the  original  House  number 
that  cut  significantly  into  our  ability  to  do  our  basic  job,  to  do  the 
filing  season,  to  do  the  customer  service,  and  to  run  the  systems 
that  are  operational.  Those  dollars  are  not  about  deploying  new 
systems,  but  to  run  the  systems  that  today  are  the  backbone  of  our 
system.  So  that  since  May,  we  have  watched  that  come  together. 

We  are  encouraged  by  the  last  couple  of  weeks.  We  have  been  in- 
vited by  both  Senate  and  House  staffers  to  spend  some  time  work- 
ing the  issue  of  the  implications  of  the  House  mark  and  its  implica- 
tions on  the  filing  season.  We  feel  like  we  have  been  received  well 
by  them,  but  we  are  anxious  as  we  sit  here  today,  not  knowing 
what  (a)  the  outcome  on  the  floor  this  afternoon  will  be,  and  (b)  the 
ultimate  conference  results  will  be.  And  that  does  not  even  reach, 
Senator,  the  more  profound  question  that  you  raised,  which  deals 
with  our  budget  being  totally  zeroed  out  of  the  revenue  initiative 
of  fiscal  year  1995.  But  even  below  that  water  line  is  a  significant 
issue  for  us  as  to  how  the  difference  between  the  House  and  the 
Senate  ultimately  gets  reconciled  in  order  to  keep  on  line  the  sys- 
tems that  today  we  are  dependent  upon. 

As  you  observed,  Senator,  my  complete  statement  tries  to  go  into 
a  fair  amount  of  detail  as  to  the  specific  five  areas  in  the  Sec- 
retaries report.  In  my  formal  testimony,  I  talk  about  what  I  think 
are  probably  the  five  key  areas  that  we  thought  emerged  fi"om  the 
introspection  that  accompanied  that  report,  which  were:  the 
strengthening  in  the  management  of  the  TSM  program  overall;  the 
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ability  to  better  prioritize  our  technology  investments;  improving 
the  system  standards  and  architecture;  putting  in  place  a  GPMO, 
or  government  program  management  office,  which  we  think  is  an 
absolutely  indispensable  ingredient;  and  finally,  expanding,  as  ex- 
horted by  virtually  everybody,  the  use  of  our  outside  contractors. 

Given  your  invitation  to  be  attentive  to  time,  Senator,  I  would 
recommend  my  complete  statement  for  some  of  the  specifics  that  I 
have  identified.  I  guess  if  I  were  to  point  to  one  that  I  am  most 
hopeful  about,  it  is  that  I  think  we  are  at  a  new  point  with  respect 
to  the  energy  and  progress  being  made  around  both  the  architec- 
ture and  the  adoption  of  a  system  life-cycle.  I  think  those  have 
been  two  things  that  Arthur  has  made  a  personal  priority  since  he 
has  come  on  board.  I  do  not  think  he  will  tell  you  that  we  are  done 
in  either  of  those  events,  but  I  think  the  combination  of  his  focused 
attention  and  the  use  of  contractors  in  helping  us  deliver  on  those 
two  key  infrastructure,  building  block,  blueprint — call  it  what  you 
will — areas  will  end  up  being  very  vital  to  our  success. 

The  other  one  that  I  would  highlight  is  the  progress  being  made 
on  institutionalizing  the  Government  Program  Management  Office. 
We  had  the  opportunity  to  attract  into  that  office  some  good  tech- 
nical people  from  around  government,  through  a  device  called  the 
President's  Technology  Team.  0MB  allowed  us  to  be  the  first  pilot 
agency  to  use  that  team.  We  have  been  able  to  import  some  strong 
technical  skills  from  other  agencies.  We  have  added  to  it,  and  have 
complemented  it  with  skills  from  our  integration  support  contractor 
and  from  a  federally-funded  research  and  development  contractor. 
And  most  recently,  Arthur  has  been  successful  in  attracting  to  the 
directorship  of  the  GPMO,  Sarah  Witbeck,  who  comes  from  the 
State  of  New  York  and  who  has  considerable  experience  in  imple- 
menting these  large-scale  projects.  She  will  report  on  the  23rd  of 
September  as  the  director  of  that  entity,  and  we  again  think  that 
the  GPMO  represents  a  significant  enhancement  of  our  ability  to 
proceed  with  the  TSM  program. 

As  I  said  when  I  began,  we  have  gone  through  a  period  of  signifi- 
cant introspection  over  the  last  several  months,  and  Senator  Glenn, 
you  made  the  point  that  you  could  change  covers  on  the  audit  book 
and  find  the  same  underlying  experience.  I  hope  that  that  is  more 
true  of  the  words  you  would  find  than  perhaps  the  reality  and  the 
resolve  you  would  find  on  the  IRS  side.  I  do  not  think  that  we  are 
either  plajdng  a  pat  hand  or  desire  to  play  a  pat  hand.  I  think 
what  has  gone  on  is  a  combination  of  reacting  to  the  General  Ac- 
counting Office  study  of  1995.  In  turn,  their  review  of  our  latest  it- 
eration is  in  fact  a  resolve  on  our  part  to  bring  back  the  area  of 
focus,  to  bring  back  the  scope  not  to  the  gargantuan  30  projects 
across  the  landscape  that  we  might  have  at  one  time  thought  we 
were  capable  of  pulling  off,  but  to  be  much  more  attentive  to  the 
combined  capacity  that  we  and  our  contractors  actually  represent 
and  to  be  much  more  attentive  to  prioritizing  the  investments.  Our 
focus  does  not  include  getting  out  of  the  block  with  an  investment 
that  will  not  pay  its  business  results  or  one  in  which  we  cannot 
have  a  decent  understanding  on  the  front  end  that  we  can  do  it  on 
schedule  and  within  budget  and  produce  the  business  value. 

So  I  truly  believe  that  if  you  will  maintain  the  posture  with  us 
that  you  have  over  the  last  several  months  of  periodic  engage- 
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ments,  you  will  see  that  we  are  not  going  to  be  in  a  period  where 
the  cover  will  change  and  the  facts  will  stay  the  same.  Hopefully, 
we  are  on  a  different  and  more  effective  track. 

If  I  could  switch  gears  just  very  quickly  to  the  financial  audit, 
I  think  that  Gene  Dodaro's  formal  testimony  does  a  very  good  job 
of  identifying  the  five  key  areas  that  are  issues  in  the  1995  audit. 
He  further  detailed  some  work  that  has  been  done  between  the 
parties  in  June.  Gene  was  good  enough  to  send  his  key  people  off 
with  our  key  people  to  Martinsburg,  where  they  spent  3  days  to- 
gether, attempting  to  get,  as  they  say,  down  in  the  dirt  in  an  action 
plan  that  will  detail  in  the  five  key  areas  the  things  that  need  spe- 
cifically to  be  done  to  be  in  a  position  in  1996  to  have  in  some  cases 
hopefully  remove  the  problems  that  stand  between  us  and  an  un- 
qualified opinion  and  in  other  cases  move  us  to  a  lot  better  position 
than  we  were  in  1995. 

Gene  and  I  plan  to  monitor  the  workings  of  our  two  organiza- 
tions on  a  regular  basis.  It  is  my  expectation  again  that  when  you 
talk  to  us  next  year  at  the  completion  of  the  1996  audit,  clearly  on 
the  administrative  side  we  will  have,  if  not  totally  removed  the  two 
obstacles  Gene  talked  about,  be  so  close  as  to  make  it  hopefully  im- 
material. And  on  the  revenue  side,  I  think  we  will  also  make  some 
important  progress  during  the  year. 

Each  of  you  this  morning  has  commented  on  the  third  area  that 
you  asked  me  to  address,  which  was  what  I  have  called  completing 
some  consolidations  that  we  essentially  started  back  in  the  1993 
time  frame.  In  1993,  what  we  did  was  try  to  get  ahead  of  the  curve. 
It  was  clear  to  us  at  that  point  that  we  were  in  the  midst  of  a  3- 
year  period  in  which,  in  each  of  those  years,  our  support  budgets 
were  being  cut,  and  cut  by  fairly  substantial  numbers.  It  was  also 
clear  to  us  that  the  expectation  that  we  had  of  ourselves  and  that 
you  would  have  of  us  was  that  the  maximum  percentage  of  our 
human  resources  ought  to  go  to  the  front  line,  ought  to  be  focused 
on  compliance  and  on  customer  service,  and  not  on  overhead. 

We  began  a  relatively  systematic  process.  As  I  think  somebody 
mentioned  earlier,  we  used  to  do  phone  business  from  70  different 
phone  operations  located  in  44  different  geographical  places.  The 
phone  systems  did  not  talk  to  each  other;  the  people  operated  in 
stovepipes.  We  had  an  automated  collection  system  and  a  taxpayer 
service  toll-free  system  that  had  absolutely  no  synergy  between  the 
two. 

We  began  a  systematic  process  to  move  the  phone  business  to  23 
sites  so  it  would  be  consolidated.  I  think  we  are  now  somewhere 
at  33  or  34  sites  on  our  road  to  that  ultimate  consolidation.  But  the 
objective  there  was  to  harness  and  leverage  our  human  resources 
in  a  way  that  helped  the  taxpayer. 

The  other  thing  we  did  was  to  make  a  decision  to  consolidate 
support.  In  the  old  days,  we  delivered  our  support  services,  our  per- 
sonnel, our  training,  our  facilities,  our  budget,  and  our  automation 
from  80  points  of  delivery.  Every  office,  whether  it  was  a  150-per- 
son  office  or  a  3,000-person  office,  had  the  full  suite  of  overhead  ca- 
pacity. We  made  a  judgment  2  years  ago  to  move  fi-om  80  point  of 
delivery  to  22  points  of  delivery.  We  have  got  that  virtually  done. 

Some  of  what  you  will  hear  us  talk  about  in  these  residual  2,400 
positions  is  the  final  stages  of  delivering  those  support  services 
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from  22  places  instead  of  80  places.  We  think  it  makes  absolute 
good  sense,  and  we  think  it  mirrors  what  an  awful  lot  of  private 
sector  employers  have  done. 

Last  October,  we  took  our  seven-region  structure — we  have  been 
in  that  regional  structure  of  seven  or  more  since  the  early  fifties — 
and  took  three  regions  off-line.  Today,  we  run  the  organization 
from  a  four-region  structure,  and  within  the  remaining  four  regions 
we  have  streamlined  both  the  roles  and  the  actual  staffing. 

Last  October,  we  also  began  the  piece  that  today  I  think  is  what 
we  are  really  talking  about.  We  began  the  process  of  going  from  63 
districts  to  33  districts.  And  again,  as  I  said,  part  of  our  motivation 
was  that  the  old  63  districts  were  equipped,  were  organized,  had 
overhead  allotments  that  were  virtually  similar  whether  you  were 
the  biggest  of  offices  or  the  smallest  of  offices. 

We  began  by  abolishing  the  senior  management  positions,  and 
over  the  last  10  months,  we  have  essentially  taken  out  all  the  dis- 
trict directors  and  all  the  division  chiefs.  Some  1,100  to  1,200  man- 
agement positions  were  identified  as  being  able  to  be  taken  out  of 
the  overhead  structure  of  those  field  organizations,  and  almost  800 
of  those  are  today  placed,  retired,  or  somewhere  assimilated  back 
in  the  organization. 

Now,  at  the  time  we  did  that,  the  other  thing  we  said  was  that 
there  is  another  cadre  in  those  districts  whose  role  will  go  away. 
That  is  the  cadre  of  the  clerical  support,  of  the  case-closing  and 
opening  and  monitoring  kinds  of  people — the  folks.  Senator  Glenn, 
who  in  our  original  design  we  intended  to  use  in  the  5-year  incre- 
ment of  revenue  initiative  to  deploy  in  ways  that  would  have  gen- 
erated revenue,  and  would  have  given  us  new  ways  to  provide  cus- 
tomer service.  We  had  the  potential  to  move  something  we  call 
"correspondence  audit,"  the  high-volume,  non-face-to-face  audit,  out 
of  our  service  centers  into  some  of  those  offices.  We  also  had  the 
capacity  to  take  an  occupation  called  a  revenue  representative  and 
have  it  do  some  of  the  work  that  fits  between  what  an  automated 
call  site  does  and  a  revenue  officer  does. 

So  we  had  plans,  that  over  a  period  of  time,  using  that  facility 
and  letting  attrition  work  its  natural  course,  we  would  have  been 
able  to  take  the  residual  staffing  in  those  33  offices  that  were  no 
longer  district  offices  and  deploy  them  to  good  use.  As  you  have  al- 
ready said  more  eloquently  than  I  could,  a  5-year  deal  turned  out 
to  be  a  quick  one-year  detail  at  about  the  point  where  we  had 
brought  on  6,000  people. 

One  of  the  things  that  I  find  interesting — and  I  will  be  only 
slightly  defensive — you  asked  the  very  pertinent  question  of  the 
General  Accounting  Office  are  those  IRS  numbers  right?  We  have 
been  before  you  a  couple  of  times,  and  we  have  said  you  expected 
$300  million,  we  gave  you  $800  million.  We  have  been  before  you 
a  couple  of  times,  and  we  have  said  5,000  and  got  closer  to  6,000 
actual  hires. 

Now,  it  strikes  me  that  9  months  after  that  stuff  is  in  the  bank, 
9  months  after  the  ROs  and  the  RAs  did  what  they  did  and  the 
revenue  posted  to  the  till,  that  somebody  ought  to  be  less  qualified 
about  whether  we  did  what  we  said. 

I  have  a  General  Accounting  Office  Report  that  found  50  observa- 
tions of  physical  security  in  a  computer  room  that  was  not  oper- 
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ational  yet,  that  was  never  made  live.  I  had  that  real  time  before 
I  ever  went  live.  I  guess  what  I  would  hope  is  that  the  General  Ac- 
counting Office  could  do  what  you  have  asked  them  to  do  and  con- 
vince you  so  you  do  not  have  to  take  my  word  that  the  people  did 
what  we  asked  them  to  do  and  posted  $800  million  in  lieu  of  the 
$300  million  that  we  made  by  way  of  a  commitment. 

Nonetheless,  the  fact  is  that  between  1995  and  1996,  the  6,000 
disappeared.  The  fiscal  year  we  are  in  today,  last  October — we 
start  on  day  one  with  6,000  more  people  on  board  that  we  had 
money  to  pay  for  them.  So  that  immediately  we  are  in  a  crunch. 
Now,  we  had  just  brought  these  people  on  and  said,  we  want  you 
to  take  this  job. 

Chairman  Stevens.  Wait  a  minute,  wait  a  minute.  We  have 
records  that  in  fiscal  year  1993  and  1995,  you  warned  Congress  of 
cuts  in  staff.  Now,  why,  suddenly,  in  an  election  year,  are  we  get- 
ting it  again  as  though  it  all  happened  just  this  year?  The 
warnings  came  under  the  previous  control  of  Congress,  under  the 
previous  administration.  We  did  1993  and  1992,  we  did  1995  and 
1994,  and  you  warned  us  then  that  the  staff  cuts  were  too  much. 

Now  you  are  saying  that  notwithstanding  that,  you  hired  6,000 
more  people  in  a  different  portion  of  the  IRS,  and  you  also  wasted 
$3  billion  on  a  program  that  you  are  willing  to  shove  off  now.  And 
then  you  started  Cyberfile,  which  is  the  subject  of  this  hearing, 
which  is  again  an  absolute  fiasco,  and  you  are  criticizing  Congress 
for  saying,  "Hey,  wait  a  minute — what  is  going  on  down  there?" 

Mr.  DOLAN.  I  think  I  have  been  more  aggressive  than  I  meant 
to  be.  Senator.  I  did  not  mean  to  earn  that  response  from  you.  Let 
me  try  to  be  more  clear  than  I  was. 

Chairman  Stevens.  I  would  like  to  get  to  the  point  that  we  are 
here  for — to  talk  about  Cyberfile.  Cyberfile  is  the  subject  we  were 
to  talk  about  this  morning.  I  asked  in  February  for  the  GAO  to  re- 
view your  new  plan.  You  called  it  GO-ELP  to  start  with,  and  then 
you  changed  it  to  Cyberfile.  GAO  has  now  come  up  with  this  report 
that  shows  serious  program  management  and  fiscal  problems.  It 
shows  that  you  have  spent  $17  to  $22  million  without  adequate 
planning  or  oversight  and  got  almost  nothing  in  return.  The  GAO 
assessed  Cyberfile  when  it  was  operational  because  it  was  well  into 
the  tax  season  before  IRS  announced  Cyberfile  would  not  be  de- 
ployed. GAO  has  no  choice  but  to  evaluate  Cyberfile  in  that  con- 
text. The  Commerce  IG  found  security  shortfalls,  as  did  GAO.^  The 
Commerce  IG  found  that  program  management  was  negligent.  You 
gave  a  sole-source  contract  to  NTIS,  a  Commerce  Department  sub- 
sidiary, then  NTIS  gave  a  sole-source  contract  to  an  ineligible  8(a) 
contractor.  You  failed  to  hold  the  contractors  accountable  for  per- 
formance and  cost.  NTIS  did  not  adequately  record  the  Cyberfile 
costs  and  obligations,  and  gave  the  IRS  inaccurate  information. 

You  now  have  the  Commerce  Department  IG  findings  which  have 
come  before  us  today.  I  would  like  to  have  you  explain  to  us  what 
happened  to  Cyberfile.  That  is  what  this  hearing  is  supposed  to  be 
about — not  an  attack  on  the  Congress  by  the  IRS.  I  think  someone 
else  can  do  that.  Senator  Glenn  can  do  that.  I  did  not  ask  you  to 


1  Letter  from  Dr.  Rona  Stillman  with  GAO  response  on  Security  Weaknesses  at  IRS'  Cyberfile 
Date  Center  dated  May  9,  1996  appears  on  page  401. 
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come  up  here  and  attack  Congress.  I  asked  you  to  come  up  here 
and  explain  what  happened  to  Cyberfile,  and  are  you  going  to  fol- 
low the  GAO's  recommendations,  are  you  going  to  listen  to  the 
Commerce  IG  in  terms  of  their  findings  that  neither  IRS  nor  NTIS 
identified  requirements  or  estimated  costs  prior  to  selecting  a  con- 
tractor. You  bound  the  government  to  a  contract  that  was  insuffi- 
cient to  accomplish  the  requirements  that  you  set  forth. 

Now,  that  is  mismanagement,  and  that  is  what  this  hearing  was 
supposed  to  be  about.  The  Senator  from  New  Mexico  criticizes  us 
for  not  having  proper  oversight,  but  the  trouble  is  that  we  asked 
you  to  come  up  and  explain  Cyberfile,  and  I  am  hearing  a  bunch 
of  stuff  about  why  we  have  been  wrong  in  not  giving  you  more  peo- 
ple. 

What  about  Cyberfile,  Mr.  Dolan? 

Mr.  Dolan.  Senator,  could  I  just  begin  with  an  apology?  I  was 
not  tr)ring  to  take  liberties  with  your  invitation.  I  really  believed 
that  one  of  the  three  things  that  you  were  concerned  about  was 
why  we  found  ourselves  today  talking  about  RIFs. 

I  am  happy  to  depart  from  that  part  and  come  back  to  it. 

Chairman  Stevens.  You  can  talk  about  that  with  Senator  Glenn. 
I  want  to  talk  about  Cyberfile. 

Mr.  Dolan.  Fine.  If  I  could  start  with  your  series  of  questions — 
and  please  direct  me  if  I  do  not  get  to  all  of  them — Cyberfile  is  a 
project  that,  as  you  described,  we  called  GO-ELF  when  we  origi- 
nally talked  about  it.  In  April  of  1995,  I  believe  it  was,  we  got  a 
report  fi-om  the  General  Accounting  Office  that  said,  among  other 
things,  as  they  did  this  morning,  that  the  pieces  of  our  electronic 
filing  strategy  were  not  nearly  as  comprehensive  as  they  should  be. 
They  urged  us  to  look  for  ways  to  bring  electronic  returns  into  the 
system  that  were  not  dependent  on  paying  a  practitioner  or  paying 
an  intermediary  a  fee. 

One  of  the  things  we  did  at  that  point  was  to  discuss  a  concept 
with  the  NTIS  people. 

Chairman  Stevens.  Why  did  you  go  to  Commerce? 

Mr.  Dolan.  That  is  a  good  question.  The  reason  we  did,  Senator, 
was  that  we  had  what  we  thought  at  that  time  to  be  a  very  suc- 
cessful partnership  with  them  on  putting  out  to  the  taxpayer  com- 
munity a  bulletin  board  process — the  same  process  that  this  year 
took  about  70  million  contacts.  NTIS  and  Commerce  had  been  our 
contractor  on  that. 

Now,  in  retrospect,  I  will  tell  you  that  their  success  there  and  the 
project  they  undertook  for  us  there  was  substantially  different  from 
what  we  ended  up  doing  in  Cyberfile,  but  the  initial  connection  for 
us  was  that  we  had  a  relationship  with  those  folks.  They  had  put 
something  online  that  did  do  what  we  thought  it  would  do,  and 
that  is  how  we  started  down  the  road. 

Chairman  Stevens.  Now,  this  was  to  allow  taxpayers  to  file  over 
the  Internet  or  by  computer  modem  on  an  800  line;  correct? 

Mr.  Dolan.  That  was  the  concept.  Senator,  yes.  It  was  either  of 
those.  The  concept  was  to  explore  the  feasibility  of  people  who 
would  buy  a  commercial  software  package  and  otherwise  have  their 
own  computer  or  access  to  a  computer  and  be  able  to  transmit  that 
to  the  IRS  without  needing  to  use  and  pay  a  fee  for  an  inter- 
mediary— be  it  a  practitioner  or  some  sort  of  a  transmitter. 
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Chairman  Stevens.  And  you  decided  to  let  that  contract  to  the 
Department  of  Commerce  to  fulfill  that  plan,  Cyberfile's  plan;  cor- 
rect? 

Mr.  DOLAN.  Part  of  the  lesson  we  have  learned,  Senator,  is — ^you 
call  it  a  contract,  and  I  think  we  should  have  thought  of  it  more 
as  a  contract.  What  we  did  in  fact  was  exercise  an  interagency 
agreement.  And  what  our  audit  people,  what  the  General  Account- 
ing Office  people  have  done — I  have  not  had  access  to  the  IG  from 
Commerce — but  one  of  the  things  that  clearly  took  us  off  the  track 
and  that  we  clearly  did  not  do  correctly  was  that  we  did  not  go  at 
the  interagency  agreement  process  with  the  same  precision  that 
you  would  and  should  if  you  were  doing  an  arm's-length  contract. 

Chairman  Stevens.  Well,  this  is  what  the  GAO  tells  us.  "IRS  did 
not  get  the  necessary  delegation  of  procurement  authority,  define 
Cyberfile  performance  requirements,  identify  alternatives,  or  select 
a  contractor  based  on  experience  and  ability  to  perform  the  work." 

Now,  that  is  a  heavy  indictment. 

Mr.  DOLAN.  It  is  a  heavy  indictment,  and  you  almost  have  to 
take  it  apart  piece-by-piece,  Senator.  I  think  the  General  Account- 
ing Office  is  correct  about  the  extent  to  which  we  followed  a  dis- 
ciplined process  for  defining  the  requirements. 

One  of  the  things  that  we  did  on  the  fi*ont  end  of  this  was  some- 
thing that  we  thought  was  going  to  be  an  opportunity  to  rapidly 
prototype.  The  other  thing  we  thought  we  were  doing,  and  in  point 
of  fact,  we  did  do  because  this  system  never  went  live  was  buying 
the  kind  of  insurance  policy  where,  if  the  prototype  would  not  be 
successful,  we  would  never  take  it  live.  But  we  did  not  define  the 
requirements  as  effectively  as  we  might  have  on  the  front  end.  We 
did  not  compete  other  options.  We  believed  that  the  concept  of  op- 
erations, the  concept  described  and  presented  to  us  by  NTIS,  given 
the  time  frame  in  which  we  were  trying  to  run  a  prototype,  which 
was  for  the  next  filing  system,  was  a  feasible  option.  In  retrospect, 
it  was  not  an  effective  option. 

Chairman  Stevens.  Well,  I  am  disturbed  about — Commerce's  IG 
comes  to  us  with  a  report  and  says  "Commerce  officials  cir- 
cumvented procurement  laws,  thereby  increasing  costs  to  the  gov- 
ernment; violations  of  laws  including  the  Small  Business  Act,  front 
companies,  sole-source  contracts,  eligibility  restrictions" — all  of 
which  should  have  been  apparent,  I  should  think,  to  the  IRS — 
"cost-plus  percentage  of  cost  packages  for  contractors,  potential 
Anti-Deficiency  Act  violations,  and  authorized  millions  of  dollars  of 
work  not  provided  for  in  the  original" — they  call  it  a  contract,  you 
call  it  delegation  to  another  department. 

Mr.  DOLAN.  I  really  was  not  trying  to  speak  to  that  part,  Sen- 
ator. The  relationship  between  us  and  Commerce  was  an  inter- 
agency agreement.  They  indeed  had  contracts,  I  believe,  with  a  se- 
ries of  service  providers. 

Chairman  Stevens.  Yes,  but  it  is  still  your  business. 

Mr.  DOLAN.  It  is  our  business. 

Chairman  STEVENS.  Wouldn't  you  have  overseen  a  contractor  if 
you  had  put  it  out  in  the  private  sector?  Why  did  you  let  Commerce 
go  off"  on  something  that  was  an  IRS  project  to  initiate  what  I  take 
was  basically  an  experiment,  wasn't  it? 
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Mr.  DOLAN.  Well,  we  were  trying  to  validate  a  concept  through 
a  prototype,  ultimately  with  the  hope  that  the  prototype  would  be 
successful  and  that  indeed,  either  the  800  line  or  the  Internet  ac- 
cess would  be  an  effective  way  to  bring  electronic  returns  to  the 
Service. 

Chairman  Stevens.  Well,  I  am  led  to  believe  that  GAO  sort  of 
raised  a  red  flag  on  this  from  the  beginning. 

Mr.  DOLAN.  GAO  rsiised  a  number  of  flags.  Some  of  them  were 
red,  some  of  them  were  yellow.  Very  late  in  the  process,  as  we  were 
looking  at  the  fruits  of  the  work  that  the  NTIS  had  done,  the  Gen- 
eral Accounting  Office  had  a  clear  red  flag  around  the  Internet,  but 
had  actually  given  us  a  green  flag  around  using  the  800  line.  Now, 
that  is  in  the  context  of  later  discovering  some  other  things  that 
caused  us  to  not  go  at  all.  But  the  General  Accounting  Office  gave 
us  a  series  of  flags.  Senator,  and  they  were  not  all  one  color. 

Chairman  Stevens.  Let  me  ask  this.  On  August  26 — that  is 
when  I  am  told  the  GAO  made  this  report — you  were  aware  of  that 
report  even  before  that  date? 

Mr.  DOLAN.  I  was  aware  of  a  series  of  reports,  yes,  Senator. 

Chairman  Stevens.  What  have  you  done  now  with  Cyberfile? 

Mr.  DOLAN.  Well,  we  have  probably  reviewed  it  to  within  an  inch 
of  its  life  by  a  number  of  different  parties. 

Chairman  STEVENS.  Is  Commerce  still  running  it? 

Mr.  DOLAN.  No,  Senator.  It  has  been  closed  down  now  for  a  num- 
ber of  months,  going  back  to  last  May,  I  think.  Basically,  what  has 
transpired  in  that  time  frame  is  that  the  General  Accounting  Office 
has  reviewed  it,  our  internal  audit  activity  has  reviewed  it.  You  tell 
me,  I  have  not  yet  seen  the  IG's  report;  Commerce  has  reviewed 
it.  We  have  a  series  of  other  efforts  ongoing  within  the  Service  to 
evaluate  what  we  have  learned  from  it. 

Chairman  Stevens.  You  don't  have  the  Commerce  IG's  report? 

Mr.  DOLAN.  I  do  not.  Senator.  I  was  not  aware  until  this  morning 
that  it  had  been  released. 

Chairman  Stevens.  All  right.  That  is  unfair.  You  should  have 
had  that  before  this  hearing,  and  I  apologize  for  that,  because  we 
had  it,  and  you  should  have  had  it. 

My  problem  is  that  this  raises  the  level  of  IRS  in  the  minds  of 
Members  of  Congress  and  I  think  is  what  is  leading  to  some  of  the 
problems  we  are  having  with  the  bill  that  is  going  onto  the  floor 
today.  There  is  just  a  lack  of  confidence  here  now  in  terms  of  the 
current  management  of  the  IRS.  I  do  not  know  what  to  do  about 
it,  frankly. 

We  have  a  GAO  finding  on  your  financial  management  problems. 
We  have  a  GAO  report  now  on  Cyberfile.  On  the  management 
problems,  we  still  have  the  report  that  indicated  "an  inability  to 
verify  or  reconcile  the  accounting  records  that  were  maintained  for 
individual  taxpayers";  we  have  the  report  that  various  types  of 
taxes  collected,  Social  Security,  income  and  excise  tax,  cannot  be 
verified  and  substantiated. 

Mr.  Dolan.  Senator,  at  your  pleasure,  I  would  be  happy  to  take 
that  or  the  earlier  issue  into  a  lot  more  depth.  When  you  read  a 
finding  that  has  to  find  its  way  into  one  sentence  like  that,  it  is 
susceptible  to  all  kinds  of  interpretations.  The  latter  point  that  you 
raise  is  a  very  intricate  issue  about  the  way  trust  funds  are  cred- 
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ited,  either  upon  the  amount  that  appears  on  the  face  of  the  return 
or  the  amount  actually  collected. 

Chairman  Stevens.  I  am  listing  the  material  weaknesses  re- 
ported by  the  GAO  to  this  Committee  concerning  your  1995  IRS  fi- 
nancial statement. 

Mr.  DOLAN.  I  do  not  shrink  from  any  of  them,  Senator,  and  you 
are  entitled  to  have  us  here  in  exactly  this  mode.  All  I  am  suggest- 
ing is  that  each  of  those  areas  is  significant  in  and  of  itself.  There 
is  both  data  and  explanation  below  the  water  line  that  makes  some 
of  that  one-sentence  header  appear  different  upon  reflection. 

Chairman  Stevens.  Well,  let  us  just  deal  with  one  of  them,  and 
then  I  am  going  to  have  to  yield  to  my  colleague  from  Ohio  because 
he  is  interested  in  this — the  reliability  of  reported  estimates  of 
$113  billion  for  valid  accounts  receivable  and  $46  billion  for  collect- 
able accounts  receivable  cannot  be  determined.  That  is  what  GAO 
told  us. 

Why  should  we  give  you  more  money  to  collect  the  accounts  if 
you  cannot  validate  those  accounts  to  GAO  to  start  with? 

Mr.  DOLAN.  First  of  all,  I  think  part  of  the  difficulty,  Senator,  is 
in  the  different  forms  of  language  we  use.  When  we  talk,  in  the 
context  of  the  financial  audit,  of  accounts  receivable,  the  GAO  is 
appl5dng  a  definition,  a  very  appropriate  one,  one  that  has  never 
been  applied  to  our  inventory  in  the  past.  We  have  been  sorting  out 
for  the  last  2  years,  for  purposes  of  their  audit  something  called  a 
"financial  receivable"  fi-om  something  called  a  "compliance  receiv- 
able." It  is  within  those  two  buckets  that  our  ability  to  go  back  into 
a  financial  receivable  and,  over  a  $200  billion  inventory,  find  a 
sampling  technique  that  would  satisfy  the  General  Accounting  Of- 
fice to  show  that  the  way  that  we  have  classified  those,  financial 
versus  compliance,  is  indeed  accurate  to  the  point  that  they  will 
certify  the  statement. 

Chairman  Stevens.  Well,  I  do  hope  we  can  find  a  way.  I  do  think 
the  Senator  from  New  Mexico  is  correct  that  it  is  partially  the 
problem  of  Congress.  We  are  the  Oversight  Committee,  the  Finance 
Committee  is  the  Legislative  Committee,  and  the  Appropriations 
Committee  gives  you  the  money  to  carry  out  what  you  ask  them 
to  do  under  general  authority.  So  there  are  three  basic  Committees 
of  Congress  involved. 

We  started  these  hearings  in  1984,  didn't  we,  Senator  Glenn, 
when  Senator  Mathias  was  still  here. 

Senator  Glenn.  Yes,  that  is  right. 

Chairman  Stevens.  And  we  have  been  going  at  this  now  for  12 
years,  and  as  Senator  Glenn  says,  every  year,  we  get  similar  re- 
ports. They  just  change  the  front  page,  and  it  is  the  same  thing 
coming  to  us,  that  GAO  is  critical  of  the  IRS. 

Now,  GAO  is  under  our  jurisdiction;  you  are  not. 

Mr.  DoLAN.  I  sure  feel  like  I  am. 

Chairman  Stevens.  And  the  reason  why  you  are  here  is  because 
we  are  trjdng  to  find  out  about  the  GAO's  report.  What  are  we  to 
do  with  this?  Do  we  have  to  go  another  12  years  before  we  can  fig- 
ure out  how  to  put  these  systems  together  so  that  the  American 
public  can  have  confidence  in  the  tax  collection  system? 

Mr.  DOLAN.  Senator,  let  me  try  two  things. 

Senator  Glenn.  I  cannot  wait  12  years. 
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Chairman  Stevens.  John  says  he  is  not  going  to  be  around  in 
12  years;  I  have  not  given  up  yet. 

Senator  Glenn.  Maybe  6;  I  don't  know  about  12. 

Mr.  DOLAN.  I  clearly  do  not  want  this  comment  to  sound  as 
though  it  is  contentious,  but  I  would  suggest  that  when  I  was  here 
last,  one  of  the  things  I  tried  to  do  was  suggest  that  the  notion  that 
you  have  had  to  show  up  year  after  year  and  see  nothing  for  the 
investment  is  not,  I  think,  a  totally  accurate  picture. 

I  think  there  are  a  lot  of  utilities.  The  General  Accounting  Office 
this  morning  talked  about  many  things  that  have  already  been 
operationalized. 

Chairman  Stevens.  I  have  got  to  tell  you  I  was  really  pleased 
at  the  last  hearing.  I  thought  we  finally  had  GAG  and  IRS  coming 
together.  And  now  I  get  this  blast  on  August  26  about  Cyberfile. 
I  just  do  not  know  how  to  play  catch-up  on  this. 

Mr.  Dolan.  Remember,  Senator,  the  thing  that  is  written  about 
in  Cyberfile  is  a  project  that  begins  back  in  the  Spring  of  1995  time 
frame,  did  not  reach  its  potential  for  the  filing  season  that  is  now 
over,  and  we,  the  collective  parties,  have  spent  the  better  part  of 
the  last  5  or  6  months  reviewing  what  went  wrong  with  it.  I  do  not 
think  that  this  should  be  viewed  as  a  commentary  on  the  extent 
to  which  the  General  Accounting  Office  and  the  IRS  do  sub- 
stantively see  eye-to-eye  on  the  lion's  share  of  how  to  make  im- 
provements in  the  modernization. 

Chairman  Stevens.  My  last  question  is  this.  What  are  you  doing 
with  the  commission  on  restructuring?  Are  you  working  with  them? 
That  is  the  fourth  entity  of  government  now  involved. 

Mr.  DOLAN.  We  are.  Senator.  As  a  matter  of  fact,  that  is  why  the 
Commissioner  is  not  here  today  and  why  I  am  here.  She  was  called 
upon  today  to  make  a  presentation  to  the  second  formal  meeting 
of  that  group.  Her  presentation  this  morning  was  aimed  at  giving 
the  group  sort  of  a  general  grounding  in  the  whole  panoply  of  both 
mission  items  and  also  management  challenges.  So,  as  we  are  sit- 
ting here,  she  is  accomplishing  that  for  the  restructuring  commis- 
sion upstairs. 

Chairman  Stevens.  Well,  I  look  forward  to  trying  to  work  this 
out  next  year.  I  do  not  think  we  can  really  get  to  any  restructuring 
this  year,  but  obviously  the  commission  is  going  to  give  us  their  re- 
port, I  believe  mid-year  next  year. 

Senator  Glenn? 

Senator  Glenn.  Thank  you,  Mr.  Chairman.  I  will  try  to  keep  it 
short  because  we  are  getting  short  on  time,  and  we  have  another 
panel  to  hear  from  today. 

How  are  we  going  to  get  this  $35  or  $36  billion  that  is  collect- 
able? We  argue  about  much  smaller  amounts  than  that  here,  but 
we  have  $35  billion  out  there  fi-om  the  scofflaws  in  this  country  in 
effect,  most  of  them,  people  who  could  pay,  and  we  are  not  going 
after  them.  How  are  we  going  to  get  it? 

Mr.  Dolan.  Senator,  I  am  going  to  tiptoe  down  this  path  so  as 
not  to  make  the  same  mistake  I  made  a  couple  of  minutes  ago. 

Senator  Glenn.  Well,  I  am  basically  on  your  side,  I  think,  on  this 
in  that  I  was  the  one  who  put  in  the  comphance  initiative,  and  I 
am  still  fighting  for  it.  I  think  it  was  a  mistake  to  knock  it  out. 
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But  if  we  do  not  have  a  compliance  initiative,  how  are  we  going  to 
get  it? 

Mr.  DOLAN.  I  think  it  is  far  more  difficult  without  the  ability  to 
apply,  at  least  in  some  part,  human  resources  to  that  task.  I  think 
one  of  the  things  the  General  Accounting  Office  has  said  in  the 
past  is  that  possibly,  the  way  we  deployed  prior  initiatives  was 
problematic.  One  of  my  first  experiences  in  Washington  after  as- 
suming this  job  was  to  come  before  you  and  respond  to  your  series 
of  questions  about  where  did  those  ROs  go  because  you  were  con- 
cerned about  the  way  the  dollars  did  or  did  not  convert  into  the 
people  that  you  had  expected  to  see  there.  One  of  the  things  we  did 
this  last  time  was  to  go  through  an  awful  lot  of  thought  about 
where  to  deploy  the  people.  So  we  did,  more  than  ever  before,  de- 
ploy in  the  up-front  parts  of  the  system — in  the  automated  collec- 
tion sites,  in  our  service  center  collection,  in  our  high-density,  high- 
impact  places — the  resources  that  we  thought  were  going  to  end  up 
paying  an  even  richer  dividend  than  some  of  our  downstream  col- 
lection activity. 

So  I  think  that  doing  that  for  a  sustained  period  of  time.  Senator, 
is  a  way  to  get  at  the  $35  billion. 

Senator  Glenn.  I  was  a  little  concerned,  too,  about  the  Treasury, 
Postal  Services  and  General  Grovernment  appropriations  bill  in 
which  your  appropriations  are  carried.  Mr.  Shelby  did  the  reporting 
on  this,  and  the  report  came  out  on  July  23,  and  they  had  some- 
thing in  there  that  I  do  not  know  whether  is  accurate  or  not — I 
rather  doubt  it,  but  I  want  your  comment  on  it.  This  is  a  statement 
from  the  Appropriations  Committee:  "The  Committee  wants  ta 
again  stress  that  as  of  September  30,  1995,  the  amount  of  taxes, 
penalties  and  interest  in  the  current  not-collectable  categories  of 
defunction/no  asset  corporations" — bankruptcies,  in  other  words — 
"unable  to  locate,  unable  to  contact,  and  other  totalled  $43.4  billion. 
Available  for  collection  actions  totalled  $36.3  billion,  and  deferred 
lower  value  accounts  totalled  $1.6  billion.  The  vast  majority  of 
these  accounts" — and  this  is  the  part  that  I  want  your  comment 
on — "are  not  being  worked  by  the  IRS  because  the  IRS  has  deter- 
mined that  the  time  and  energy  necessary  to  collect  this  debt  is  not 
cost-beneficial." 

Mr.  DoLAN.  No.  I  think,  taken  out  of  context.  Senator,  that  is  not 
an  accurate  statement. 

Senator  Glenn.  Well,  the  Appropriations  Committee  based  their 
cutting  of  funds  to  go  out  and  collect  this  stuff  on  this  statement, 
I  gather,  that  says  "the  IRS  has  determined  that  the  time  and  en- 
ergy necessary  to  collect  this  debt  is  not  cost-beneficial."  No  one  I 
have  ever  spoken  to  at  IRS  has  indicated  that  to  me  at  all. 

Mr.  DoLAN.  The  way  I  have  seen  that  language  used  before,  Sen- 
ator, is  as  a  way  to  support  the  decision  to  contract  out.  What  it 
means  in  that  context  is  that  certainly  there  is  a  dollar  value  and 
type  of  case  that  we  do  not  get  to  with  the  resources  that  we  have, 
and  the  reason  we  do  not  get  to  them  is  because  we  are  deploying 
our  resources  against  what  we  think  are  the  highest-v£due,  most 
collectable  cases.  So  there  is  some  element  that  either  our  re- 
sources or  other  resources  could  sdways  be  applied  to,  so  in  that 
context,  it  is  of  a  lesser  value,  but  it  is  not  something  that 
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Senator  Glenn.  You  are  right;  it  is  in  the  section  where  it  is  tak- 
ing up  private  sector  tax  debt  collection.  But  I  just  think  that  that 
is  the  wrong  statement  in  that  particular  report. 

Do  we  have  the  people  to  do  this?  You  have  heard  our  questions 
at  previous  hearings  and  at  this  one  today.  The  plan  looks  great, 
and  this  has  been  through  two  Republican  administrations  and  a 
Democratic  administration  now.  The  plan  always  looks  great,  and 
it  does  not  get  implemented.  What  happens? 

Mr.  Gross,  you  have  not  commented  here.  You  are  on  the  man- 
agement side  of  this  thing.  What  happens  once  we  get  to  the  imple- 
mentation stage? 

Mr.  Gross.  Well,  not  being  an  historian,  I  would  rather  look  for- 
ward. 

Senator  Glenn.  Good. 

Mr.  Gross.  And  looking  forward,  Senator,  the  objectives  for  this 
year,  for  1996,  are  to  focus  on  a  transition  from,  as  others  have 
said,  many  projects,  upwards  of  30,  to  a  handful.  And  even  prior 
to  beginning  our  efforts  on  a  handful  of  projects,  we  are  committed 
during  this  transition  year  to  creating  a  capability  within  the  IRS 
that  heretofore  has  not  existed.  That  capability  involves  creating 
an  architecture  and  a  blueprint  from  which  we  can  develop  systems 
that  are  integrated  and  also 

Senator  Glenn.  How  do  you  do  it?  How  do  you  make  the  people 
down  below  implement  this?  That  is  what  I  am  getting  at. 

Mr.  Gross.  There  is  no  magic  bullet.  It  requires  a  significant 
number  of  experienced  technical  managers,  both  from  the  contrac- 
tors that  we  intend  to  deploy  and  from  additional  recruitment  of 
skilled  technical  people  from  the  IRS. 

The  emphasis  here  is  on  developing  plans  that  are  responsive  in 
terms  of  schedule,  budget  and  deliverables  instead  of  focusing  on 
the  size  of  the  projects  against  a  broader  plan. 

What  I  mean  by  that  is  that  we  want  to  basically  pass  individual 
projects  through  a  discipline,  very  similar  to  the  discipline  that  the 
GAO  has  prescribed  for  us. 

Senator  Glenn.  If  I  might,  let  me  ask — and  I  hate  to  interrupt 
you,  but  time  is  getting  away  from  us  here — do  you  have  a  charge 
for  this?  For  instance,  do  you  have  a  time  hack  on  here  that  says 
here  is  something  we  want  to  do  throughout  the  IRS;  we  want  all 
the  field  offices  to  do  this.  And  you  say,  field  offices,  how  long  will 
it  take  you  to  implement  this,  and  they  come  back  with  their  esti- 
mate. And  you  say,  okay,  one  said  30,  one  said  45,  one  said  60 
days;  we  will  settle  it  at  50  days.  In  50  days,  we  want  it  imple- 
mented, we  want  a  report  back  on  that  date. 

Do  you  go  through  anything  like  that  and  then,  if  it  is  not  done 
by  that  date,  you  call  the  guy  up  on  the  carpet,  and  maybe  he  is 
out  because  he  cannot  do  the  job?  Does  that  happen,  because  right 
now — I  have  seen  through  three  administrations  now,  and  as  Sen- 
ator Stevens  said,  we  go  back  12  years — I  have  seen  one  array  of 
plans  after  another,  and  they  all  look  good  to  me,  and  yet  they  do 
not  get  implemented,  it  seems,  even  though  we  put  some  money 
into  it.  How  do  we  do  it? 

Mr.  Gross.  Senator,  you  are  absolutely  correct.  We  are  in  the 
process  of  developing  those  detailed  plans,  the  very  detailed  plans 
that  GAO  testified  to  in  the  previous  panel.  Those  plans  provide  for 
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milestones,  dependencies,  deliverables,  schedules,  costs,  and  they 
go  far  beyond  tax  systems  modernization. 

If  I  could  add,  if  we  look  at  the  IRS  in  its  current  situation  today 
from  a  systems  perspective,  what  we  have  at  stake  here  is  more 
than  moving  ahead  with  modernization.  We  have  an 
unprecedentedly  large  project  entitled  "Century  Date  Conversion" 
which  every  agency — in  fact,  every  organization  in  this  country  or 
in  the  world  that  uses  technology — is  required  to  go  through.  For 
the  IRS,  this  conversion  is  enormous.  We  have  already  identified 
more  than  62  million  lines  of  code  that  need  to  be  examined  and 
in  many  cases,  receded,  retested  and  placed  back  into  production. 
That  represents  only  one  of  seven  categories  of  computer  applica- 
tions which  must  be  made  century  date  compliant. 

We  have  deficiencies  in  our  quality  assurance  function.  We  have 
major  legislative  initiatives  for  which  we  require  mandated  sys- 
tems to  be  developed.  So  when  we  look  at  the  entire  technology  pic- 
ture in  the  IRS  today,  the  challenges  that  we  face  are  far  broader 
than  modernization,  as  important  as  modernization  is.  All  of  these 
efforts  have  one  thing  in  common.  They  require  detailed  structured 
plans  just  as  you  have  described  them — schedules,  dependencies, 
milestones,  deliverables.  The  team  that  we  are  assembling  both 
with  our  contractors  and  our  internal  managers  aims  to  achieve 
that  level  of  granular  plan  and  to  monitor,  just  as  you  have  de- 
scribed against  that  plan. 

Senator  Glenn.  Time  is  getting  away,  but  let  me  change  hats 
here  for  a  minute.  I  think  the  job  that  IRS  does  is  amazing.  You 
have  billions  of  data  points  and  so  on — many  billions — to  deal  with. 
And  we  are  concerned  because  we  have  put  money  into  this,  and 
it  is  not  more  efficient  than  it  is.  It  has  always  been  amazing  to 
me  that  you  are  able  to  do  the  job  you  do,  and  I  want  to  com- 
pliment you  in  that  regard — and  that  is  not  to  let  you  off  the  hook 
or  to  say  we  are  not  concerned  about  how  we  make  it  better.  But 
you  have  I  guess  probably  the  single  most  complex  task  in  all  of 
government,  trying  to  deal  with  this.  It  is  a  voluntary  system,  basi- 
cally. I  do  not  know  of  any  other  nation  that  has  a  system  like  ours 
where  it  is  voluntary  compliance.  That  is  one  of  the  reasons  why 
going  out  and  getting  the  collectibles  from  these  scofflaws  is  so  im- 
portant to  me.  If  we  ever  lose  faith  in  our  system,  and  more  people 
take  this  scofflaw  attitude,  we  are  in  deep  trouble  at  that  point, 
and  that  is  the  reason  why  I  keep  coming  back  to  that  as  being 
such  an  important  item  in  addition  to  just  the  $35  or  $36  billion 
that  could  possibly  be  collected  out  there. 

You  do  an  enormous  job  over  there,  and  you  get  no  thanks  for 
it,  and  you  get  a  lot  of  guff  from  us  every  time  you  come  up  here, 
and  I  know  you  do  not  look  forward  to  these  hearings,  and  I  do  not 
blame  you.  But  we  are  all  trying  to  work  together  on  this  thing. 
It  is  an  amazing  system  that  we  have  in  this  country,  and  it  works 
surprisingly  well,  but  it  could  be  so  much  better  if  we  could  just 
get  this  system  going  and  get  it  modernized.  So  we  are  all  on  the 
same  team  here. 

Thank  you,  Mr.  Chairman. 

Chairman  Stevens.  Thank  you,  Senator  Glenn. 

Senator  Akaka? 

Senator  Akaka.  Thank  you  very  much,  Mr.  Chairman. 
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Mr.  Dolan,  budgetary  savings  is  one  of  the  main  reasons  cited  to 
explain  the  Service's  reorganization  plan.  NTEU  has  done  a 
thoughtful  analysis  of  the  benefits  and  costs  of  reorganization  and 
has  concluded  that  the  fiscal  year  97  and  5-year  cost  savings  analy- 
sis overstates  savings.  In  particular,  the  NTEU  analysis  shows  that 
there  will  be  little,  if  any,  savings  fi'om  the  field  office  RIFs. 

Have  you  had  a  chance  to  review  this  analysis,  which  I  believe 
was  sent  to  Secretary  Rubin,  and  has  the  Service  responded?  And 
following  on  that,  I  would  like  to  have  a  written  response  for  the 
record. 

[IRS  Answer  to  Senator  Akaka's  question  follows:] 


NTEU  CLAIM 

FACT 

IRS  can't  claim  money  as  sav- 
ings that  Congress  will  never 
appropriate 

The  $281  million  in  savings  from  reducing  positions  in  National 
Office  and  Information  Systems  results  from  a  comparison  of 
the  costs  of  running  a  RIF  and  eliminating  positions  with  the 
costs  of  paying  the  salaries  of  employees  on  board.  IRS  has 
a  legal  obligation  to  either  pay  salaries  or  RIF  employees  re- 
gardless of  its  appropriation. 

The  IRS  has  sufficient  funding 
to  pay  for  all  of  the  field  em- 
ployees it  intends  to  RIF 

The  IRS  plans  to  continue  to  place  employees  voluntarily  until 
the  proposed  dates  of  separation— not  all  2,371  field  employ- 
ees will  be  involuntarily  separated,  but  they  are  at  risk,  and 
IRS  calculated  a  "worst  case"  scenario.  Strictly  speaking, 
IRS  could  pay  the  salary  costs  of  all  Its  employees,  but  em- 
ployees could  not  travel  to  taxpayers'  places  of  business,  or 
be  trained.  IRS  could  not  pay  for  the  filing  of  liens,  pay  for 
expert  witnesses,  or  meet  other  support  expenses  necessary 
to  be  productive.  IRS  has  foregone  hiring  seasonal  compli- 
ance employees  because  it  had  to  pay  the  salaries  of  full 
time  employees,  regardless  of  the  need  for  them.  IRS  has 
not  been  able  to  hire  clerical  employees.  To  continue  these 
practices  will  have  a  long  term  adverse  effect  on  compliance. 

Just  considering  the  field  com- 
ponent, the  RIF  would  cost 
the  IRS  $45.6  million 

This  calculation  is  incorrect.  No  employer  would  run  a  RIF  for 
short  term  savings.  RIFs  are  intended  for  long  term,  substan- 
tial savings.  The  first  year  net  costs  for  an  IRS  RIF  in  the 
field  is  $14.8  million,  and  this  is  a  net  cost  only  if  the  IRS  is 
unable  to  offset  it  with  salary  savings  from  a  National  Office 
RIF.  It  also  is  a  net  cost  if  IRS  is  able  to  fill  critical  vacancies, 
and  the  FY  97  budget  may  limit  that  ability. 

The  NTEU  figure  is  flawed  and  assumes  that  the  salary  and 
separation  cost  for  a  field  employee  is  equal  to  a  National 
Office  er^?ployee,  which  is  incorrect.  Net  savings  over  5  years 
for  the  f'Old  reduction  totals  $150.5  million. 

IRS  does  not  have  the  $45.6 
million 

Not  considering  the  savings  from  the  National  Office,  the  net 
cost  of  RIF  in  the  field  is  $14.8  million.  IRS  will  stagger  the 
hiring  to  fill  critical  vacancies  if  necessary  to  meet  budget 
constraints.  The  IRS  plans  to  continue  to  place  employees 
voluntarily  until  the  proposed  dates  of  separation — not  all 
2,371  will  be  involuntarily  separated,  but  they  are  at  risk,  and 
IRS  calculated  a  "worst  case"  scenario. 

Taxpayers  will  not  be  able  to 
get  as  much  assistance  or  get 
their  problems  resolved  as 
promptly 

This  is  not  a  true  statement.  IRS  is  not  removing  the  problem 
resolution  personnel  from  affected  offices;  a  problem  resolu- 
tions specialist  or  assistant  will  remain.  Taxpayer  telephone 
assistance  levels  will  remain  unchanged.  Other  services  such 
as  electronic  filing  coordination  will  be  managed  from  district 
headquarters,  but  some  of  that  work  will  be  done  at  the 
former  district  offices,  most  likely  on  a  part  time  basis. 
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NTEU  CLAIM 

FACT 

No  costs  allocated  for  moving 
expenses— IRS  moved  some 
managers  in  95/96 

This  was  tme  when  NTEU's  claim  was  made.  At  NTEU's  re- 
quest, the  IRS  dealt  with  managers  first,  terminating  their  po- 
sitions, and  many  managers  moved  to  find  jobs.  NTEU  pre- 
ferred to  delay  the  action  on  bargaining  unit  employees.  IRS 
is  now  working  on  its  policy  regarding  paying  for  moves,  and 
the  most  recent  cost  figures  include  estimated  moving  ex- 
penses. However,  it  is  unlikely  that  many  of  these  employees 
will  move  since  they  have  known  for  more  than  2  years  that 
their  positions  had  been  identi'ved  for  termination  and  they 
have  not  relocated  to  continuing  jobs,  despite  a  specialized 
placement  process. 

Costs  of  filling  needs  (critical 
vacancies  in  new  location) 
does  not  include  promotions 
or  within  grade  increases 

This  was  true  when  NTEU's  claim  was  made.  However,  this  did 
not  lead  to  an  overstatement  of  savings,  since  promotion 
costs  were  not  included  in  the  salary  savings  (which  would 
cause  both  costs  and  savings  to  rise  proportionately).  Pro- 
motion costs  are  now  included  in  the  costs  of  filling  needs, 
but  excluded  from  the  salary  savings,  thus  understating  the 
net  savings. 

Cost  of  filling  needs  is  not  cal- 
culated correctly  because  it 
does  not  include  higher  costs 
of  rent,  locality  pay,  and  office 
overhead 

It  is  correct  that  IRS  costs  do  not  include  these  calculations. 
IRS  estimates  that  these  would  have  almost  no  impact  on 
the  costs  of  downsizing. 

Costs  of  filling  needs  does  not 
include  recruiting,  training, 
background  investigations,  etc 

Recruiting,  training  (most  of  which  is  a  time  investment),  and 
background  investigation  are  a  general  cost  of  doing  busi- 
ness whether  there  is  a  RIF  or  not.  IRS  has  included  the  di- 
rect costs  of  training  and  background  investigations.  Further, 
the  majority  of  training  costs  are  the  time  that  the  new  em- 
ployees spend  in  training— and  these  salary  costs  are  in- 
cluded. 

Mr.  DOLAN.  Senator,  we  would  be  happy  to  provide  the  written 
response.  If  I  could  just  start  at  the  gross  level,  and  at  some  level, 
maybe  Dave  will  want  to  join  in.  Part  of  my  statement  that  I  did 
not  get  to,  and  I  do  not  want  to  leave  this  opportunity  without 
making  the  point,  is  the  need  to  make  the  kinds  of  decisions  that 
have  been  made,  and  the  potential  of  using  RIFs  is,  without  a 
doubt,  the  single  hardest  thing  I  have  done  in  my  25  years  as  an 
IRS  employee.  It  is  not  anything  we  have  experienced  before.  The 
financial  reality  that  caused  it  is  not  anything  we  are  happy  about, 
and  it  is  certainly  not  anything  we  have  been  casual  about.  And 
yet,  at  the  end  of  the  day,  it  has  been  our  conclusion  that  it  is  the 
only  option  for  us  if  we  are  to  proceed  responsibly  with  respect  to 
supporting  the  balance  of  our  employees  and  meeting  the  customer 
needs  that  I  think  the  Congress  and  the  taxpayers  of  the  United 
States  expect  of  us. 

In  that  context,  Senator,  we  converted  the  63  districts  to  33,  and 
when  we  did  that,  we  took  out  generally  the  top  three,  and  some- 
times more  levels,  of  management  in  that  organization.  We  took 
those  folks  out  at  the  beginning  of  the  last  fiscal  year.  The  vast  ma- 
jority of  them  are  already  placed  somewhere  else  or  chose  an  option 
to  retire  or  to  take  another  job. 

At  that  point,  we  said  we  would  come  back  to  the  band  of  em- 
ployees who  were  essentially  paratechnical,  clerical,  or  others  kinds 
of  support  people  who  were  in  those  30  locations  that  were  no 
longer  districts. 
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As  I  was  describing  eariier,  what  we  had  hoped  to  do  was  have 
a  5-year  period  over  which  we  could  let  attrition  and  selective  use 
of  the  revenue  initiative  deploy  some  of  those  folks  to  more  front 
line  service.  When  the  revenue  initiative  got  taken  away  from  us, 
we  felt  compelled  to  indeed  try  to  produce  the  actual  rest  of  the 
savings  that  went  with  consolidation  because  now,  we  have  the  po- 
tential for  up  to  2,400  people  to  be  in  districts,  to  be  in  locations 
from  which  the  work  has  actually  disappeared;  has  actually  been 
consolidated  or  is  in  the  process  of  being  consolidated  somewhere 
else. 

There  has  been  a  lot  of  discussion,  some  of  it  not  exactly  on 
point,  about  how  that  universe  of  2,400  is  primarily  customer  serv- 
ice people.  That  is  just  flat  not  the  truth;  that  is  not  accurate.  A 
significant  share  of  the  2,400  represents  people  who  work  in  Dave 
Mader's  function — personnel,  training  facilities,  and  budget,  who 
now,  in  the  second  year  of  that  consolidation,  need  to  be  brought 
to  the  host  or  the  client  sites  where  that  business  was  done.  They 
also  represent,  in  large  part,  people  who  worked  in  collection  or  ex- 
amination and  had  played  some  part  in  starting  a  case  or  in  mon- 
itoring a  case,  in  reviewing  the  status  of  a  case,  in  being  involved 
in  the  quality  control  of  a  case,  in  closing  a  case,  moving  it  on  to 
appeal.  Those  are  the  activities  that  are  no  longer  done  in  63 
places;  they  are  done  in  33  places.  So  the  staff  associated  with  that 
is  staff  that  we  now  can  do  those  combined  missions  for  roughly 
1,000  persons  fewer  than  when  it  was  spread  across  a  63-district 
configuration.  And  it  is  that  1,000-person  difference  or  the  dollars 
associated  with  it  that  we  are  trying  to  use  to  support  people  who, 
this  year,  we  were  not  able  to  adequately  train,  and  who  we  were 
not  able  to  have  travel.  We  are  making  decisions  about  what  cases 
to  litigate  and  when  to  file  liens  that  are  a  function  of  our  budget 
levels.  We  made  judgments  this  year  about  not  recalling  seasonals 
to  work  programs,  which  Senator  Glenn  talked  about  earlier — that 
are  revenue-sensible  programs — but  because  they  are  run  by  sea- 
sonal people  who  are  not  on  the  rolls  and  whose  dollars  we  would 
take  to  pay  for  some  of  the  6,000  people  for  whom  we  did  not  have 
the  dollars  in  the  budget.  It  is  that  savings,  Senator. 

And  we  will  be  happy  to  respond  to  the  specific  analysis  about 
when  exactly  do  you  achieve  the  savings,  and  what  are  the  debits 
against  the  savings  that  come  with  things  like  severance  pay  and 
the  costs  of  a  RTF.  The  costs  of  a  RTF  are  twofold,  obviously.  There 
are  the  dollars  associated  with  it,  and  there  is  the  emotional  cost. 
At  the  end  of  the  day,  I  suspect  the  emotional  cost  may  be  more 
severe  than  the  dollars.  There  is  a  dollar  cost.  Senator,  but  we 
think  that  if  you  have  to  reposition  the  organization,  as  we  believe 
we  do,  it  is  a  cost  that  is  ultimately  returned  to  us  by  way  of  an 
ability  to  make  use  of  that  salary  dollar  in  some  place  of  higher  po- 
tential. 

I  do  not  know  whether  you  would  like  us  to  go  into  any  more  de- 
tail or  whether  you  would  just  like  us  to  respond  to  your  question 
for  the  record. 

Senator  Akaka.  I  would  like  to  have  a  response  for  the  record 
also. 

[IRS  answer  to  Senator  Akaka's  question  follows:]. 
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COSTS  AND  SAVINGS  OF  DOWNSIZING 

SUMMARY 
This  paper  examines  the  costs  and  salary  savings  of  three  downsizing  actions: 

•  The  elimination  of  2,371  non-continuing  field  positions,  and  subsequent  filling 
of  1,312  vacancies; 

•  The  elimination  of  667  National  Office  positions;  and 

•  The  elimination  of  an  estimated  350  Information  systems  (IS)  positions. 

Table  1  shows  the  estimated  costs  and  savings  from  each  of  these  actions. 

This  analysis  anticipates  that  buyouts  will  be  offered  from  12/1/96  through  1/31/ 
97,  and  approximately  1,326  employees  will  accept  buyout  offers.  It  also  anticipates 
that  the  IRS  will  pay  the  cost  of  moving  543  field  employees  and  100  National  Office 
to  continuing  positions  in  other  locations,  and  that  200  field  employees  will  be 
placed  locally  in  newly  created  vacancies.  The  remaining  1,821  employees  will  be 
separated  by  a  Reduction  in  Force  (RIF). 

This  analysis  compares  the  transition  costs  of  these  actions  (buyout,  moving,  and 
RIF  cost)  with  the  salary  savings  from  eliminating  positions.  The  costs  and  savings 
that  IRS  will  incur  by  making  this  transition  are  compared  with  the  costs  that  IRIS 
would  incur  if  it  did  not  eliminate  the  positions. 

For  all  of  these  downsizing  actions,  the  salary  savings  greatly  exceed  the  costs  of 
making  the  transition.  Over  5  years,  these  actions  are  expected  to  yield  a  combined 
net  salary  savings  of  $431.1  million,  over  and  above  the  transition  costs. 

Each  of  these  restructuring  actions  is  cost-effective  when  examined  separately. 
The  elimination  of  the  field  positions  has  a  first-year  cost  (which  can  be  largely  off- 
set by  the  savings  from  eliminating  National  Office  positions),  largely  because  of  the 
need  to  fill  vacancies  in  other  locations.  However,  by  the  second  year,  the  savings 
from  eliminating  the  field  positions  will  have  substantially  exceeded  the  costs,  and 
this  action  will  have  an  estimated  net  savings  over  5  years  of  $150.5  million  dollars. 

Elimination  of  667  National  Office  positions  is  expected  to  yield  a  net  salary  sav- 
ings of  $182.6  million  over  5  years.  The  elimination  of  350  IS  positions  will  yield 
an  estimated  $98  million  in  salary  savings  over  5  years. 

This  analysis  is,  by  necessity,  predicted  on  numerous  assumptions.  This  analysis 
was  tested  for  sensitivity  to  changes  in  these  assumptions,  and  reasonable  changes 
to  the  assumptions  do  not  alter  the  fundamental  conclusion  that  the  salary  savings 
from  eliminating  these  positions  greatly  exceed  the  costs. 

Several  of  the  figures  used  in  this  paper  are  included  for  planning  purposes.  They 
should  be  viewed  as  estimates,  rather  than  definitive  statements  oi  proposed  IRS 
policy. 

SALARY  SAVINGS 

Salary  savings  accrue  from  eliminating  3,388  IRS  positions.  If  IRS  did  not  elimi- 
nate these  positions,  it  would  incur  salary  and  benefits  cost  for  the  employees  cur- 
rently occupying  these  positions. 

Estimates  of  salary  savings  are  based  on  an  average  salary  in  the  field  of 
$33,503,1  in  National  Office  of  $54,419,  and  in  Information  Systems  of  $55,700  (all 
extracted  from  WRAP,  PP05.96).  Estimates  of  salary  savings  in  the  field  are  based 
on  the  average  salary  of  the  employees  currently  occupying  non-continuing  posi- 
tions, and,  in  National  Office  and  Information  Systems,  are  based  on  the  overall  av- 
erage salary. 

First  year  salary  savings  are  prorated,  depending  on  when  in  the  fiscal  year  the 
separation  is  scheduled  to  occur.  For  employees  who  accept  buyouts  or  move,  salary 
savings  accrue  from  January  1,  1997.  for  field  employees  who  are  separated  by  a 
RIF,  salary  savings  accrue  from  March  2,  for  National  Office  employees  separated 
by  a  RIF,  salary  savings  accrue  from  March  31,  and  for  Information  Systems  em- 
ployees separated  by  a  RIF  salary  savings  accrue  from  June  1. 

In  Information  Systems,  it  is  unlikely  that  the  salaries  of  employees  will  be  fund- 
ed by  Congress  for  5  years.  Nevertheless,  the  baseline  in  this  analysis  implicitly  as- 
sumes that  IRS  would  have  paid  salaries  to  these  employees  for  5  years,  based  on 
IRS'  legal  obligation  to  either  pay  salaries  to  these  employees  or  separate  them. 
While  this  perspective  is  logical  for  evaluating  the  overall  costs  and  savings  from 
these  actions,  a  different  baseline  may  be  more  logical  for  budget  planning  purposes. 

Under  a  RIF,  the  employees  occupying  the  positions  which  are  eliminated  are  not 
necessarily  the  employees  who  will  be  separated.  Because  employees  bump  and  re- 


*  Benefits  costs  are  assumed  to  be  an  additional  22  f>ercent  of  salary,  and  are  included  in  all 
the  calculations  of  salary  costs  and  savings  in  this  analysis. 
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treat  to  lower  graded  positions,  the  salaries  of  the  employees  who  are  separated  are 
often  less  than  the  salaries  of  the  employees  currently  in  non-continuing  positions, 
to  reflect  this  downgrading,  the  salary  savings  in  the  first  2  years  is  less  than  the 
salary  of  the  positions  eliminated. 

In  general,  the  assumption  of  one  downgrade  per  position  eliminated  is  used. 
However,  for  Information  Systems,  .5  downgrades  per  position  eliminated  is  as- 
sumed, because  there  will  be  fewer  opportunities  to  downgrade.  For  every  down- 
grade,^  salary  savings  is  reduced  by  15  percent  in  the  first  2  years.  This  is  based 
on  the  average  salary  difference  per  downgrade,  which  is  estimated  at  15  percent.^ 

TRANSITION  COSTS 

Table  2  shows  the  transition  costs,  by  the  downsizing  action  and  cost  component, 
for  each  of  the  downsizing  actions. 

Buyouts 

Buyout  costs  include  the  buyout  payment,  terminal  leave,  and  an  agency  contribu- 
tion to  the  retirement  fund  (15  percent  of  salary).  The  buyout  cost  and  agency  con- 
tribution are  estimated  based  on  the  average  age,  salary,  and  years  of  service  of  em- 
ployees in  non-continuing  positions.  Terminal  leave  is  estimated  by  the  years  of 
service  of  the  employees  occupjang  non-continuing  positions.  An  employee  is  as- 
sumed to  accumulate  10  unused  hours  of  annual  leave  for  each  year  of  service, 
capped  at  240  hours.  This  dollar  value  of  this  amount  is  then  calculated  by  applying 
the  employee's  salary  to  the  number  of  hours. 

On  average,  a  field  employee  would  receive  a  buyout  and  terminal  leave  payment 
of  $17,000,  and  National  Office  and  IS  employees  would  receive  payments  of 
$28,500.  The  agency  contribution  averages  $5,025  for  field  employees,  $8,163  for  Na- 
tional Office  employees,  and  $8,355  for  IS  employees. 

A  separate  paper  which  explains  the  methodology  for  predicting  buyout  accept- 
ance rates  is  available. 

Moves 

This  analysis  assumes  that  IRS  will  pay  voluntary  moving  expenses  for  543  field 
employees  in  non-continuing  positions  and  100  National  Office  employees.  The  cost 
of  these  moves  is  estimated  at  $22  million.  This  estimate  is  based  on  the  average 
grade  of  employees  in  non-continuing  positions,  and  the  average  moving  cost  of  em- 
ployees in  that  grade.  The  average  move,  including  both  National  Office  and  field 
employees,  is  estimated  to  cost  $34,000. 

Reduction  In  Force 

RIF  costs  include  severance  pay,  terminal  leave,  unemployment  insurance,  and 
outplacement  services. 

Severance  pay  is  estimated  based  on  the  average  age,  salary,  and  years  of  service 
of  employees  in  non-continuing  positions.  As  with  salary  savings,  severance  pay  is 
adjusted  down  to  reflect  the  bumping  and  retreating  actions  (using  the  same  down- 
grading assumptions).  The  average  severance  pay  difference  between  grades  is  28 
percent,  so  severance  pay  is  assumed  to  be  28  percent  lower  than  the  severance  pay 
due  the  employees  who  are  separated. 

Since  severance  pay  is  obligated  on  a  pay  period  by  pay  period  basis,  some  sever- 
ance pay  costs  will  extend  into  the  following  fiscal  year.  To  make  these  estimates, 
we  computed  the  number  of  weeks  that  employees  in  non-continuing  positions  were 
eligible  for.  We  could  thus  estimate  the  amount  of  severance  pay  which  would  be 
incurred  in  the  following  fiscal  year. 

Terminal  leave  is  estimated  by  the  years  of  service  of  the  employees  occupying 
non-continuing  positions.  We  assume  that  an  employee  will  accumulate  10  unused 
hours  of  annual  leave  for  each  year  of  service,  capped  at  240  hours.  This  dollar 
value  of  this  amount  is  then  calculated  by  applying  the  employee's  salary  to  the 
number  of  hours. 

On  average,  a  field  employee  would  receive  a  severance  pay  and  terminal  leave 
of  $17,000,  National  Office  employees  would  receive  $26,720,  and  IS  employees 
would  receive  $27,747.  These  figures  do  not  include  the  adjustment  for  downgrad- 
ing. 


2  In  general,  a  downgrade  is  assumed  to  be  one  grade.  In  some  cases,  however,  it  is  assumed 
to  be  two  grades  (i.e.  a  downgrade  for  a  GS-11  would  be  assumed  to  be  to  a  GS-9,  but  a  down- 
grade for  a  GS-13  would  be  assumed  to  be  to  a  GS-12). 

3  This  was  calculated  based  on  the  empirical  distribution  of  salaries  for  IRS  employees.  The 
average  is  weighted  by  the  number  of  employees  in  each  grade. 


217 

Unemployment  costs  are  assumed  to  be  $1,200  per  employee  separated.  This  is 
based  on  a  recent  GAO  report.  While  this  figure  seems  somewhat  low,  GAO  found 
that  a  substantial  portion  (40  percent)  of  employees  separated  did  not  apply  for  un- 
employment benefits. 

Outplacement  services  are  assumed  to  cost  $450  per  employee.  We  assume  that 
two  employees  will  receive  Outplacement  services  for  every  position  eliminated.  This 
is  based  on  a  pilot  RIF  program. 

Indirect  costs  of  RIF  (Personnel  Processing  and  Appeals)  are  discussed  in  a  later 
section. 

COSTS  OF  FILLING  VACANCIES 

Employees  Who  Move 

The  salaries  of  employees  who  move  are  assumed  to  remain  constant — assuming 
no  downgrading  or  promotion.  The  average  salary  is  assumed  to  be  $33,503.  These 
costs  are  assumed  to  accrue  from  January  1  in  the  first  year.  It  is  assumed  that 
all  field  employees  who  move  are  placed  in  the  1,312  vacancies  which  must  be  filled. 
It  is  further  assumed  that  200  employees  currently  in  non-continuing  positions  can 
be  placed  in  vacancies  at  the  same  location. 

New  Hires 

The  salary  of  a  new  hire  is  assumed  to  be  $26,802 — 20  percent  below  the  base 
salary  of  employees  currently  in  non-continuing  positions.  This  implicitly  assumes 
that  the  vacancies  filled  will  be  at  the  same  average  grade  level  as  the  positions 
eliminated,  and  that  the  vast  majority  of  employees  in  non-continuing  positions  are 
at  journey  level.  It  is  assumed  that  these  employees  will  receive  promotions,  and 
10  percent  salary  increases,  for  the  first  2  years,  and  that  salaries  will  increase  by 
3  percent  thereafter  (to  reflect  WIGs).  these  costs  are  assumed  to  accrue  from  March 
3 1  in  the  first  year. 

Direct  training  costs  (the  costs  of  travel  and  supplies)  are  assumed  to  be  $1,000 
per  new  hire.  Direct  background  investigation  costs  are  assumed  to  be  $1,000.  The 
indirect  costs  of  training  and  background  investigations  (IRS  employee  staff  time) 
are  discussed  in  later  sections. 
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Table  2 — Transition  Costs 


Field 

National  Office 

Info.  Systems 

Combined 

Buyouts 

Buyout/Lump  Sum  Leave  

Contribution  To  Retirement 
Fund  

Buyout  Subtotal  

Moves 

Moving  Expenses 

Moves  Subtotal  

$12,300,000 
3,600,000 

$12,100,000 
3,500,000 

$5,100,000 
1 ,500,000 

$29,500,000 
8,600,000 

$15,900,000 

$15,600,000 

$6,600,000 

$38,100,000 

$18,600,000 

$3,400,000 

$0 

$22,000,000 

$18,600,000 

$3,400,000 

$0 

$22,000,000 

RIF 

Severance  Pay/Lump  Sum 

Leave  

Unemployment 

Outplacement  Services  

RIF  Subtotal  

$11,100,000 

1.100.000 

800,000 

$2,700,000 
200,000 
100,000 

$4,000,000 
200,000 
200,000 

$17,800,000 
1,500,000 
1,100,000 

$13,000,000 

$3,000,000 

$24,400,000 

$20,400,000 

Grand  Total* 

$47,500,000 

$22,000,000 

$11,000,000 

$80,500,000 

*  Totals  may  not  add  due  to  rounding 

Senator  Akaka.  With  regard  to  customer  service  and  the  800 
number,  I  can  tell  you  that  the  experience  of  Hawaii  taxpayers  get- 
ting through  to  the  phone  service  centers  has  been  discouraging. 
Many  of  them  claim  they  cannot  get  on  the  line  and  get  access. 

I  think  the  level  of  access  performance  measures  for  phone  oper- 
ations at  this  point  is  unacceptable  for  quality  customer  service, 
and  I  have  been  given  some  information  that  even  these  numbers 
are  overly  optimistic.  Based  on  letters  and  calls  to  my  office,  Ha- 
waii taxpayers  who  navigate  the  system  often  do  not  receive  qual- 
ity assistance.  I  know  that  Hawaii  taxpayers  often  turn  to  local  col- 
lection enforcement  staff  for  assistance. 

Chairman  STEVENS.  Senator,  would  you  let  me  interrupt  you  for 
just  a  minute,  please? 

Senator  Akaka.  Certainly. 

Chairman  Stevens.  I  am  sorry  that  I  have  been  called  to  a  con- 
ference meeting  pertaining  to  the  defense  appropriations  bill  this 
afternoon.  We  have  one  issue  that  must  be  resolved  before  we  can 
go  to  conference,  and  that  meeting  is  at  12:15. 

I  have  asked  Senator  Glenn  to  continue  to  chair  this  meeting  and 
finish  this  series  of  hearings  because  I  do  not  think  we  will  have 
an  opportunity  to  get  back  to  it  again  before  the  election.  I  do  hope 
we  will  get  back  to  it  and  maybe  have  a  quieter  situation  after- 
wards. 

Mr.  Dolan,  I  get  a  little  excited  at  times.  I  am  an  old  trial  lawyer, 
and  sometimes  you  have  to  raise  your  voice  in  order  to  get  atten- 
tion. I  meant  no  offense  by  that. 

Mr.  DOLAN.  You  were  no  doubt  as  good  a  trial  lawyer  as  you  are 
a  Senator,  and  I  take  no  offense. 

Chairman  STEVENS.  I  sometimes  think  I  was  better,  but  let  us 
leave  it  there. 

Thank  you  very  much. 

[Senator  Glenn  assumed  the  chair.] 

Senator  Akaka.  Thank  you,  Mr.  Chairman. 
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Mr.  Dolan,  my  question  really  is  on  the  phone  service  and  the 
800  line.  What  steps  is  the  IRS  taking  to  improve  the  800  number 
customer  service  system,  and  when  will  these  improvements  be  im- 
plemented? And  the  third  part  of  my  question  is  shouldn't  the  IRS 
wait  until  the  800  number  system  is  operating  effectively  before  re- 
organizing and  reducing  field  staff? 

Mr.  Dolan.  Senator,  let  me  start  by  stipulating  that  your  con- 
cern and  your  point  are  right  on  the  money.  The  level  of  access,  the 
percentage  of  people  who  cannot  get  to  us  today  is  unacceptable 
standard — unacceptable  by  any  commercial  or  by  any  governmental 
standard. 

Having  said  that,  there  are  couple  of  pieces  to  that  ingredient. 
One  is  the  part  that  Ms.  Willis  talked  about  in  her  testimony,  that 
to  the  extent  the  demand  outstrips  the  resources,  there  is  some 
part  of  that  that  is  going  to  be  beyond  our  reach.  Now,  I  do  not 
want  you  to  believe  that  we  are  here  to  tell  you,  well,  just  give  us 
more  people,  and  the  demand  will  go  away,  because  that  is  not 
what  we  believe. 

We  believe  that  we  have  to  come  at  this  two  ways.  One  is  that 
there  are  things  we  can  do  that  can  affect  demand.  There  are  com- 
munications that  we  can  send  to  taxpayers.  When  we  send  out  the 
roughly  100  million  notices  each  year  that  we  send  to  taxpayers  on 
a  wide  variety  of  things,  to  the  extent  we  write  those  notices  in 
ways  that  are  less  confusing,  more  direct,  and  more  complete,  we 
can  prevent  a  call.  And  one  of  the  things  that  we  have  not  done 
nearly  as  aggressively  until  the  last  couple  of  years  is  worry  about 
that  end  of  the  spectrum. 

One  of  the  things  that  we  are  just  now  doing,  for  example,  is  re- 
leasing a  whole  new  set  of  notices  that  go  to  people  when  they  owe 
us  a  bill.  In  the  old  days,  when  you  owed  us  a  bill,  we  sent  you 
a  notice  that  looked  like  it  was  from  the  government — it  looked  like 
it  was  printed  on  print  gear  of  a  couple  of  generations  ago.  It  was 
convoluted  both  in  style  and  in  content.  Today  when  we  send  you 
a  notice,  it  will  look  a  lot  closer  to  what  you  would  get  from  a  VISA 
or  a  MasterCard. 

So  the  clarity  and  the  cleanness  and  precision,  hopefully,  of  what 
we  send  to  people  can  help  in  one  way  to  cut  down  the  demand. 

We  also  have  been  relatively  successful  in  taking  148  different 
topics  that  people  used  to  think  the  only  way  to  get  an  answer  to 
was  to  get  a  live  person  to  whom  they  could  give  their  fact  pattern 
and  get  an  answer,  and  those  148  are  now  in  something  we  call 
TeleTax,  where  you  can  get  into  the  system  any  hour  of  the  day, 
24  hours  a  day,  7  days  a  week. 

We  talked  about  how  the  Internet  did  not  work  for  us  on 
Cyberfile.  However,  we  have  now  on  the  Internet  on  our  Home 
Page  the  opportunity  for  taxpayers  to  come  in  by  computer  and  get 
answers  to  those  same  148  questions. 

Over  and  above  that,  we  have  tried  to  put  on  the  front  end  of 
our  phone  systems  an  assistance  process  so  that  if  I  call  in,  and 
I  am  interested  in  an  installment  agreement,  or  I  am  really  inter- 
ested in  checking  on  the  status  of  my  refund,  I  can  receive  that  in- 
formation. We  have  put  a  whole  series  of  things  on  the  front  end 
of  our  phone  system  so  that,  again,  people  who  do  not  absolutely 
need  to  get  to  that  human  being  can  be  diverted. 
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Those  are  the  things,  Senator,  that  we  have  tried  to  do  in  the 
short  run  to  essentially  spread  the  50  pounds  of  ability  we  have  to 
the  100  pounds  of  demand.  Now,  along  with  that  comes  getting  the 
people  we  are  putting  on  the  phones  more  efficient.  One  of  the 
things  we  did  when  we  moved  from  the  70  places  on  the  way  to 
23  was  to  try  to  operate  in  the  most  modern  phone  environment 
possible.  Today,  we  can  move  traffic  around  the  country.  We  did 
not  used  to  be  able  to  do  that. 

So  the  dilemma  you  described  in  Hawaii  was  particularly  poign- 
ant because  there  was  only  one  site  in  the  past  to  which  that  Ha- 
waii traffic  could  possibly  go,  and  there  was  only  one  center  where 
Hawaii  taxpayers  could  get  access  to  their  account  information. 
Over  the  last  couple  of  years,  we  have  done  things  to  broaden  that 
kind  of  access.  When  all  is  said  and  done,  it  has  not  been  good 
enough  because  we  are  still  at  an  unacceptable  level  of  people 
being  unable  to  get  through.  I  think  that  this  will  be  the  passion 
you  will  see  out  of  this  agency  for  the  next  couple  of  years — to  try 
to  find  ways  to  bring  the  phone  service  into  alignment  because  we 
cannot  be  considered  a  high-quality  organization  without  being 
able  to  get  at  that  demand. 

Your  last  question  was  should  we  forestall  organizational  change 
until  we  get  to  that  point.  It  actually  comes  back  the  other  way, 
Senator,  because  if  I  make  a  judgment  today  to  pay  for  the  2,400 
people  I  talked  about  who  really  are  not,  as  required,  out  in  the 
places  where  the  work  used  to  exist,  and  if  I  spend  the  dollars  to 
pay  for  them  in  those  places,  that  is  going  to  mean  that  I  am  going 
to  have  to  mortgage  some  other  part  of  my  program.  That  is  going 
to  mean  that  the  dollars  that  I  would  use  to  put  additional  people 
on  the  phones  are  not  going  to  be  available. 

So  that  in  point  of  fact,  it  is  kind  of  a  lose-lose  situation  if  I  do 
not  take  practical  advantage  of  the  consolidations  that  have  oc- 
curred and  dedicate,  if  not  other  people — in  some  cases,  hopefully, 
it  will  be  the  people;  in  some  cases,  hopefully,  some  of  those  2,400 
people  will  say,  "I  want  to  go  and  do  that  work  for  you  in  one  of 
those  sites" — but  where  not  the  people,  the  dollars  to  do  that. 

Senator  Akaka.  One  thing  I  raised  earlier  was  the  time  dif- 
ference, and  I  jokingly  said  maybe  you  should  start  at  12  and 

Mr.  DOLAN.  I  liked  your  idea.  That  means  I  would  get  5  hours 
off  every  day. 

Senator  Glenn.  You  would  have  to  work  until  midnight,  though. 

Mr.  DOLAN.  No;  the  Senator  said  12  to  9.  I  was  taking  him  at 
his  word. 

Senator  Akaka.  Have  you  done  anything  to  accommodate  this 
time  difference? 

Mr.  DOLAN.  I  should  know  the  answer  to  that.  Senator,  and  I  do 
not.  I  will  get  back  to  you  directly  on  how  the  offices,  particularly 
in  the  Pacific  Northwest  district,  are  staged  in  order  to  accommo- 
date. I  believe  we  have,  but  I  would  rather  answer  you  fully  cor- 
rectly. 

Senator  Akaka.  Thank  you  very  much. 

[Information  follows:] 
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IRS  Answer  for  Senator  Akaka 

Toll-free  calls  from  Hawaii  are  answered  by  our  assistors  in  Customer  Service 
sites  in  Portland,  Seattle,  and  Fresno.  Taxpayers  in  Hawaii  who  have  received  a  no- 
tice with  the  1-800-829-8815  telephone  number  can  receive  assistance  between  3 
a.m.  and  8:30  p.m.  Taxpayers  who  call  the  1-800-829-1040  telephone  number  with 
an  account  related  question  receive  service  from  5  a.m.  to  8:30  p.m.  If  the  taxpayer 
has  a  tax  law  question,  assistors  are  available  from  5  a.m.  to  4  p.m.  After  4  p.m., 
taxpayers  may  leave  a  message  and  we  will  return  the  call  within  24  hours. 

Senator  Glenn.  Thank  you,  Senator  Akaka. 

We  are  going  to  have  to  conclude  this  panel.  The  time  has  gotten 
away  from  us  this  morning.  Thank  you  very  much,  gentlemen.  We 
hope  you  will  be  responsive  to  any  additional  questions  that  we 
may  have  to  submit  on  behalf  of  individuals  or  the  Committee  staff 
so  we  can  publish  them  as  part  of  the  record. 

Mr.  DOLAN.  Thank  you,  Senator. 

Senator  Glenn.  Our  next  panel  includes  Bob  Clagett,  chairman 
of  the  Committee  on  Continued  Review  of  the  Tax  Systems  Mod- 
ernization of  the  Internal  Revenue  Service  of  the  National  Re- 
search Council;  John  Gioia,  president  and  CEO,  Robbins-Gioia, 
Inc.,  and  Robert  Tobias,  national  president  of  the  National  Treas- 
ury Employees  Union,  and  he  is  accompanied  by  Steve  Herrington, 
president  of  NTEU,  Chapter  27,  in  Columbus,  OH. 

Gentlemen,  if  you  would  all  come  to  the  table,  we  would  appre- 
ciate it,  and  obviously,  time  being  what  it  is,  I  always  hate  to  have 
people  come  in — I  know  you  have  prepared  testimony  and  are  pre- 
pared to  give  a  3-hour  dissertation,  and  we  ask  you  to  summarize 
a  lifetime  of  experience  in  3  minutes,  but  if  you  could  summarize 
your  statements  this  morning,  it  would  obviously  be  appreciated. 

Mr.  Clagett? 

TESTIMONY  OF  ROBERT  P.  CLAGETT,i  CHAIRMAN,  COMMIT- 
TEE ON  CONTINUED  REVIEW  OF  THE  TAX  SYSTEMS  MOD- 
ERNIZATION OF  THE  INTERNAL  REVENUE  SERVICE,  NA- 
TIONAL  RESEARCH  COUNCIL 

Mr.  Clagett.  Senator,  I  would  appreciate  it  if  my  statement 
could  be  put  into  the  record. 

Senator  Glenn.  All  statements  will  be  included  in  their  entirety 
in  the  record. 

Mr.  Clagett.  Anticipating  this,  I  first  want  to  say  that  I  was 
very  pleased  to  hear  Mr.  Gross  say  that  they  are  (1)  creating  a  sys- 
tems architecture  plan  for  TSM;  (2)  that  they  are  hiring  more  tech- 
nical expertise — I  am  not  clear  how  they  are  going  to  do  that  with 
the  RTFs,  but  I  am  pleased  to  hear  it — and  (3)  that  they  are  devel- 
oping the  detailed  plans  that  GAO  spoke  about. 

I  would  only  say  that  our  Committee  met  for  5  years,  which  is 
less  than  yours  has  been  working  on  this,  and  we  have  been  frus- 
trated, like  you,  during  all  of  that  time  that  these  things  have  not 
occurred,  and  we  have  been  saying  those  same  things  for  those  5 
years. 

My  statement  is  in  two  parts.  The  first  part  of  it  I  prepared  ear- 
lier, after  the  Treasury  had  submitted  their  response  to  you,  so  I 
will  summarize  that  first  and  then  get  into  a  second  part,  with  a 
few  comments  and  summary. 


•The  prepared  statement  of  Mr.  Clagett  appears  on  page  342. 
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The  first  testimony  that  I  prepared  talked  about  the  Treasury 
plan,  and  if  you  will  recall  that  sharp  turn  that  they  had  proposed 
for  revising  TSM  and  the  way  in  which  IRS  operates,  my  fun- 
damental comment  on  it  was  only  that  the  sharp  turn  was  a  good 
idea,  but  if  you  recall,  it  said  nothing  about  reducing  the  budget 
for  IRS  back  then.  I  think  that  was  in  March.  And  I  strongly  felt 
that  indeed  the  TSM  part  of  the  IRS  budget  should  be  cut  back  and 
that  they  should  focus  on  a  single  project;  that  has  been  the  rec- 
ommendation. It  was  the  recommendation  in  the  NRC  final  report, 
and  I  made  that  recommendation  when  I  appeared  here  before. 

I  do  disagree,  by  the  way,  I  should  add,  with  GAO  this  morning. 
They  said  that  their  recommendation  was  to  cut  back  to  a  few 
projects,  but  they  suggested  that  IRS  pick  some  technically  simple 
projects  on  which  to  go  forward  commensurate  with  their  technical 
capability.  Our  Committee  took  quite  a  different  tack. 

In  the  first  place,  of  the  large  number  of  technical  people  in  IRS, 
there  are  indeed  many  who  are  very  expert.  So  our  recommenda- 
tion was  to  pick  a  technically  challenging  project  that  is  currently 
underway — the  ICP  project,  which  is  a  large  one  and  technically 
challenging — and  pull  their  best  people  together  on  that  and  focus 
on  completing  it,  putting  it  into  the  field  and  being  able  to  report 
to  you  that  it  is  complete,  using  it  as  a  learning  vehicle  to  increase 
their  own  capabilities  and  as  an  example  for  the  rest  of  the  IRS 
internal  people  in  pulling  them  up  to  a  current  technical  level. 
That  summarizes  the  first  part. 

On  the  second  one,  I  am  not  prepared  to  comment  about 
Cyberfile,  which  is  new,  but  I  am  going  to  talk  about  probably 
treats  the  same  thing.  Recently,  the  Committee  staff  sent  to  the 
National  Research  Council  a  copy  of  a  proposal  for  a  bill,  and  I 
would  like  to  comment  on  that  briefly. 

First,  I  certainly  would  like  to  congratulate  the  Committee  on 
identifying  one  of  TSM's  most  serious  problems,  and  that  is  the 
software  development  capability  inside  IRS.  It  is  weak;  their  own 
review  of  their  level  and  the  CMM  levels  was  at  Level  1,  as  you 
have  heard  both  from  me  and  from  GAO  before.  And  we  had  rec- 
ommended in  our  final  report  that  they  set  as  their  target  to  get 
in  quick  order  to  Level  2.  The  ability  once  you  get  to  Level  2  in 
increased  speed,  accuracy  and  efficiency  will  more  than  pay  for 
that  effort. 

As  I  understand  it,  the  proposal  was — and  I  again  congratulate 
the  Committee  on  the  way  they  put  it,  which  was  to  set  a  Level 
3  target  and  to  withhold  funds  for  any  further  TSM  development 
until  they  got  there.  I  have  a  reaction  to  that  that  I  will  take  a  cou- 
ple of  minutes  to  comment  on. 

First,  the  levels  of  the  software  CMM  are  fairly  arbitrary.  The 
development,  as  you  can  imagine,  of  increased  skills  or  improved 
equipment  is  a  continuum  from  the  lowest  level  to  the  highest.  So 
I  backed  that  up  with  a  survey  that  I  was  just  given  by  Roger  Bate, 
who  is  a  member  of  my  committee  and  also  a  senior  member  of  the 
Software  Engineering  Institute  at  Carnegie  Mellon.  He  sent  me  a 
1994  survey  summary  done  by  Software  Institute  of  a  large  body 
of  the  numbers  of  companies,  both  private  companies  and  in  the 
Federal  system,  that  have  reached  Level  3. 
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First,  from  that  survey,  they  found  that  over  those  large  num- 
bers, it  took  on  average  25  months  to  move  one  level — that  is,  from 
Level  1  to  Level  2,  or  from  Level  2  to  Level  3.  Most  significant  to 
me  were  the  gains  during  the  time  they  were  increasing  their  capa- 
bility, the  continuum.  Productivity  in  software  development  in- 
creased 35  percent  per  year  in  the  time  they  were  working  on  im- 
proving their  capability.  Reduction  in  completion  or,  for  the  private 
sector,  time  to  market,  shortened  by  19  percent  pear  year  of  the 
time  they  were  in  that  development.  And  to  me,  the  most  signifi- 
cant number,  the  post-release — that  is,  before  release — defect  re- 
port, that  is,  the  number  of  defects  they  found,  dropped  by  39  per- 
cent per  year  of  the  time  they  were  doing  the  development.  Those 
are  big  numbers,  and  in  fact  that  last  one,  of  decreasing  the  bugs 
in  software  by  39  percent  a  year,  is  an  astonishing  one  and  one 
that  would  qualify  doing  the  whole  effort  just  on  that  basis. 

From  that,  you  see  that  even  with  these  skilled  groups  in  a  large 
number  of  organizations,  it  took  them  2  years  to  get  from  Level  1 
to  Level  2,  and  indeed  it  took  another  2  years  to  get  to  Level  3. 
That  means  that  if  you  have  set  a  target  for  the  IRS  to  get  to  Level 
3,  it  is  at  minimum  a  4-year  project  if  they  go  at  it  as  hard  as  they 
can. 

In  summary,  we  would  suggest  that  you  give  them  a  target  of 
Level  2.  That  is  the  level  that  they  are  now  requiring  their  contrac- 
tors to  be.  That  has  been  one  of  our  major  concerns,  and  I  know 
it  is  yours  as  well,  that  they  have  Level  1  capability  people  trying 
to  administer  to  people  who  are  already  at  a  Level  2,  a  much  more 
sophisticated  level.  There  is  no  way  they  can  manage  them  because 
they  cannot  even  understand  what  it  is  the  contractor  is  doing,  and 
that  is  a  very  serious  problem. 

So  I  would  suggest  that  you  consider  going  to  Level  2,  and  when 
they  get  to  Level  2,  set  a  new  target,  set  the  same  kinds  of  strin- 
gent goals  that  you  are  proposing  for  getting  to  Level  3,  let  us  say 
by  the  year  2000  by  then,  and  move  from  there. 

Finally,  I  should  comment  also  that  I  learned  from  Mr.  Bate  that 
the  software  acquisition  CMM  that  was  referred  to  has  just  been 
published  this  year,  so  his  recommendation  is  that  you  not  make 
that  part  of  the  target  because  there  has  been  no  study  and  in  fact 
no  experience  yet  in  its  use,  but  that  IRS  indeed  use  that  new 
CMM  in  developing  their  own  acquisition  capability  and  that 
maybe  at  the  time  you  start  the  target  for  software  Level  3,  you 
would  also  introduce  Level  3  of  the  acquisition  CMM. 

That  is  about  it,  except  that  I  would  like  to  make  a  couple  of 
points.  First,  if  you  are  going  to  set  targets  and  set  funding  based 
on  achieving  those  targets,  our  recommendation,  or  certainly  mine, 
would  be  that  you  have  some  kind  of  outside  body  outside  the  IRS 
certify  that  they  have  gotten  to  that  level.  I  do  not  think  it  is  prop- 
er to  have  IRS  say  we  are  there.  I  think  somebody  outside  should 
certify  to  that. 

And  second,  in  understanding  that  a  new  bill  is  a  comment  or 
a  creation  of  the  control  board  for  management,  I  would  like  to  sug- 
gest that  the  Committee  also  consider  insisting  that  there  be  some 
kind  of  outside  technical  equivalent  of  a  control  board  to  make  sure 
that  the  kind  of  advice  that  was  given,  for  example,  by  the  Com- 
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mittee  I  had  could  continue  to  be  given  to  the  IRS  and  could  con- 
tinue to  recommend  to  this  Committee  further  technical  items. 

With  that,  I  will  stop  and  try  to  answer  any  questions  you  may 
have. 

Senator  GLENN.  Thank  you.  We  will  wait  until  everyone  has  had 
a  chance  to  testify. 

Mr.  Gioia? 

TESTIMONY  OF  JOHN  GIOIA,i  PRESIDENT  AND  CHIEF 
EXECUTIVE  OFFICER,  ROBBINS-GIOIA,  INCORPORATED 

Mr.  GlOlA.  I  also  will  submit  my  comments  for  the  record,  and 
summarize  what  I  think  are  the  high  points.  You  mentioned  some 
of  them.  I  have  read  some  of  the  best  plans  written  and  not  imple- 
mented well — not  only  in  IRS,  but  in  many  other  agencies.  And  I 
have  asked  myself  the  question  over  the  years — why  is  that  so.  The 
IRS  does  understand  PERT  charts — although  they  are  more  com- 
plicated now.  They  do  understand  change  process,  earned  value, 
and  all  those  things,  and  they  do  have  the  plans  to  execute  them — 
but  they  do  not  get  it  done.  So  you  wonder  why,  and  I  reached  a 
conclusion,  and  I  think  I  can  validate  it.  It  is  that  a  decision  proc- 
ess is  lacking;  a  good,  strong,  disciplined  and  controlled  decision 
process  does  not  exist.  It  does  not  exist  for  a  lot  of  reasons;  mostly, 
it  is  because  of  the  culture  and  the  core  competencies  within  the 
agencies.  And  I  am  not  picking  on  IRS.  As  I  said,  I  can  make  the 
same  case  for  the  FAA,  Social  Security,  and  others. 

Agencies  must  have  a  discipline  and  control  process  and  a  suc- 
cessful program  environment.  I  am  talking  now  about  a  program 
environment  for  managing  programs,  not  for  managing  the  total 
IRS.  Such  as  managing  a  program  within  the  IRS  like  TSM,  that 
you  can  bound,  that  has  a  set  of  objectives  that  you  can  define,  that 
can  be  measured  to  achieve  success.  In  that  kind  of  an  environ- 
ment, you  must  have  a  discipline  and  control  process.  You  must  be 
able  to  minimize  micro  management.  You  have  got  to  have  a 
streamlined  decision  process  but  also  some  checks  and  balances. 
You  have  also  got  to  have  minimum  but  effective  oversight  and, 
most  important,  you  must  have  effective  communications  with  all 
the  stakeholders  involved  so  they  help  you  rather  than  try  to  cru- 
cify you. 

Industry  succeeds  in  making  a  lot  of  these  things  happen.  You 
heard  testimony  this  morning  that  in  industry,  VISA  and  compa- 
nies hke  that,  seem  to  get  these  jobs  done,  and  the  government 
does  not. 

I  suggest  that  in  order  to  build  this  kind  of  environment  and 
process  that  I  have  just  described,  which  is  really  very  simple — I 
mean,  we  are  not  talking  about  magic  bullets  or  things  that  are  es- 
oteric; we  are  talking  about  something  that  is  basic  in  management 
that  most  people  understand — but  you  have  to  implement  it.  As 
you  said,  the  Congress  cannot  direct  the  implementation,  but  you 
should  be  able  to  make  sure  it  is  being  accommodated. 

In  the  implementation  process,  to  ensure  that  the  agency  has  a 
disciplined  and  controlled  environment,  I  suggest  a  control  board, 
similar  to  what  Mr.  Clagett  just  referred  to,  very  similar  to  a  board 


*The  prepared  statement  of  Mr.  Gioia  appears  on  page  347. 
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of  directors  in  a  big  corporation;  an  independent,  strong  board  with 
the  abihty  to  make  the  decisions,  approve  the  requirements,  redi- 
rect the  program  if  it  is  necessary  to  be  redirected,  not  be  influ- 
enced by  any  time  or  pohtical  change,  hold  changes  to  a  minimum, 
and  redirect  or  cancel  the  program  if  it  requires  that. 

The  board  should  be  independently  manned.  It  should  be 
manned  by  people  who  do  not  have  any  skin  in  the  game.  A  mem- 
ber of  the  government  should  not  chair  the  board.  Nor  should  mem- 
bers of  industry  who  are  suppliers  to  the  particular  agency  execut- 
ing the  program. 

That  board  should  be  in  place  prior  to  program  implementation 
and  that  board  should  exist  under  some  kind  of  a  charter  that  al- 
lows them  to  continue  through  a  political  environment  such  as  a 
reelection  or  a  change  of  administrators  or  a  redirection  of  the  pro- 
gram by  any  other  external  influence. 

That  board  should  have  the  authority  to  validate  requirements 
and  control  changes,  which  is  critical.  It  is  because  of  requirement 
creep,  lack  of  change  control,  and  poor  program  management  and 
implementation  that  these  programs  ultimately  fail. 

The  next  thing  below  the  board  organizationally  should  be  a  good 
program  management  environment  with  a  good  discipline  and  con- 
trol process  that  allows  the  kinds  of  things  that  you  were  referring 
to.  Senator  Glenn — good  PERT  charts,  good  understanding  of  inter- 
dependency,  the  ability  to  integrate  various  systems  together  as  a 
whole,  the  ability  to  measure  progress  against  a  set  of  metrics,  to 
know  when  you  have  variances  and  to  have  the  ability  to  adjust  for 
those  metrics  or  variances  when  they  occur. 

That  is,  again,  nothing  that  is  uncommon,  but  it  is  very,  very 
hard  to  implement.  It  is  hard  to  implement  if  you  do  not  have  a 
control  process  on  board  that  forces  decisions  to  be  made,  allows 
people  to  say  "no,"  minimizes  changes,  has  the  authority  and  the 
responsibility  to  execute  and  act  as  a  corporate  entity. 

I  think,  in  my  humble  opinion,  that  is  the  way  to  improve  the 
process  for  fielding  programs  that  we  are  facing  throughout  the 
Federal  Government,  particularly  within  the  IRS. 

With  that,  I  will  conclude  and  let  you  ask  any  questions. 

Senator  Glenn.  Thank  you  very  much. 

Robert  Tobias,  national  president  of  the  National  Treasury  Em- 
ployees Union.  Bob,  we  are  glad  to  welcome  you  again.  You  have 
appeared  before  this  Committee  before. 

TESTIMONY  OF  ROBERT  M.  TOBIAS,i  NATIONAL  PRESIDENT, 
NATIONAL  TREASURY  EMPLOYEES  UNION 

Mr.  Tobias.  Thank  you  very  much.  Senator  Glenn. 

Senator  Glenn.  We  welcome  your  accompanist  from  Ohio  as 
well.  Welcome,  Steve. 

Mr.  Herrington.  Thank  you.  Senator. 

Mr.  Tobias.  I  am  pleased  that  this  Committee  in  general  and  you 
in  particular.  Senator,  are  interested  in  the  views  of  employees  on 
the  most  important  issues  that  are  before  this  Committee  today. 

My  written  testimony  discusses  funding  for  tax  systems  mod- 
ernization and  the  associated  issues  of  buyouts,  but  I  would  like  to 


'  The  prepared  statement  of  Mr.  Tobias  appears  on  page  362. 
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focus  my  oral  testimony  and  summary  on  the  IRS  plan  to  fire  2,500 
field  employees  and  rehire  1,500  employees  in  different  locations 
doing  the  same  work. 

This  is  an  unwise  plan  which  will  decrease  customer  service,  cost 
$45.6  million  in  fiscal  year  97,  money  which  the  IRS  does  not  have, 
and  constitutes  a  serious  breach  of  trust  with  Congress  and  IRS 
employees. 

The  IRS  is  proposing  to  consolidate  at  a  time  when  the  rest  of 
the  world  is  decentralizing.  Alaska  will  lose  32  of  205,  or  15.6  per- 
cent, of  its  employees  to  Seattle.  Ohio  will  lose  180  IRS  employees. 
Arkansas  will  lose  60  of  321,  or  18.7  percent,  of  its  employees  to 
Oklahoma  City.  And  Delaware  will  lose  30  out  of  193,  or  15.5  per- 
cent, to  Maryland.  Maine  will  lose  38  of  221,  or  17.2  percent,  to 
Massachusetts. 

The  taxpayers  in  these  States  will  have  less,  not  more,  customer 
service.  And  I  use  the  term  "customer  service"  differently  than  Mr. 
Dolan  was  using  it  in  his  testimony  when  he  appeared  just  before 
this  panel.  I  use  the  term  "customer  service"  not  as  someone  spe- 
cifically designed  to  do  customer  service,  as  I  think  the  term  was 
being  used  by  Mr.  Dolan,  but  in  the  broadest  sense — contact  with 
taxpayers,  customer  satisfaction,  not  just  those  who  answer  the 
telephone. 

Many  of  these  locations  will  lose  problem  resolution  officers,  the 
contact  who  solves  problems  that  others  cannot;  Federal-State  co- 
ordinators who  work  primarily  with  small  businesses  and  others 
who  timely  process  closed  cases,  thereby  reducing  the  time  nec- 
essary to  have  an  open  case  with  the  taxpayer.  I  define  that  as  lost 
customer  service. 

Now,  800  number  telephone  responses  are  no  substitute  in  the 
IRS  right  now — perhaps  in  the  future,  but  not  now.  IRS  answered 
only  38.6  percent  of  its  calls  last  year  and  is  projected  to  answer 
fewer  calls  in  fiscal  year  96  than  in  fiscal  year  95.  There  will  be 
less  customer  service. 

Second,  RIFs  of  field  employees  will  cost  $45.6  million  in  fiscal 
year  97,  not  save  $2.1  million,  as  suggested  by  the  IRS,  using  the 
IRS'  own  numbers.  And  if  all  costs  were  included — increased  rent, 
higher  pay,  recruiting  and  training  1,500  new  employees,  paying 
for  promotions  and  within-grade  increases  for  newly-hired  employ- 
ees, and  moving  costs — the  costs  would  increase  dramatically,  and 
the  projected  savings  IRS  puts  forth  would  significantly  decline. 

The  problem  we  have  here  is  implementation  without  planning, 
implementation  without  cost  justification.  We  have  had  problems 
with  that  in  the  past,  and  I  urge  that  it  not  be  done  here  at  this 
time. 

Third,  IRS  promised  employees  and  the  Congress  that  it  would 
not  conduct  RIFs  when  it  announced  its  reorganization.  The  IRS 
should  keep  its  promises  to  you  and  to  IRS  employees.  Credibility 
is  an  important  commodity,  and  the  IRS  should  be  made  to  main- 
tain its  credibility. 

Now,  the  IRS  can  pay  for  these  positions  under  the  current  fund- 
ing level.  There  is  no  question  about  that.  It  is  not  denied  by  the 
IRS.  It  can  pay  for  these  positions  in  these  locations  with  the  fund- 
ing level  put  forward  in  the  Senate  mark  which  will  be  voted  on 
this  afternoon. 
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In  order  to  conduct  a  RIF,  the  IRS  therefore  should  be  able  to 
clearly  and  unequivocally  justify  its  actions  with  improved  cus- 
tomer service  or  cost  savings.  It  should  be  able  to  prove  that  it  can 
and  should  operate  with  1,000  fewer  employees.  The  IRS  has  not 
made  that  case  because  it  cannot  make  that  case. 

These  people  can  do  the  work  where  they  are,  and  they  can  do 
it  well.  I  ask  that  you  let  them  do  it.  I  ask  all  the  Members  of  this 
Committee  and  you  particularly,  Senator  Glenn,  to  recommend 
that  the  IRS  proposed  RIF  of  field  employees  be  rejected.  It  is  un- 
wise, unjustified  and,  in  my  view,  unconscionable. 

Thank  you  very  much. 

Senator  GLENN.  Thank  you.  Mr.  Herrington? 

Mr.  Herrington.  Thank  you,  Senator. 

Senator  Glenn.  In  Ohio,  we  have — what — a  180  loss  on  this? 

Mr.  Herrington.  Approximately,  yes,  sir. 

Senator  Glenn.  Go  ahead. 

TESTIMONY  OF  STEVE  HERRINGTON,  PRESIDENT,  NATIONAL 
TREASURY  EMPLOYEES  UNION,  CHAPTER  27,  COLUMBUS, 
OHIO 

Mr.  Herrington.  I  am  the  NTEU  chapter  president  in  Colum- 
bus, Ohio  and  a  revenue  officer  for  IRS.  I  would  like  to  share  with 
the  Committee  the  events  in  Ohio  that  have  led  to  the  proposed  re- 
duction in  force  or  RIF  that  we  are  now  facing. 

In  August  of  1995,  as  a  result  of  the  IRS  District  Office  Study, 
DOS-2,  we  began  the  process  of  consolidating  the  Cleveland  and 
Cincinnati  districts  into  what  is  now  known  as  the  Ohio  District. 
The  deadline  for  this  consolidation  was  October  1,  1996. 

To  begin  this  consolidation  process,  we  formed  teams  within  each 
business  function  made  up  of  front-line  employees  and  managers. 
Our  task  was  to  create  a  cost-effective  and  efficient  organization  to 
accomplish  the  mission  of  the  service  in  what  would  become  the 
5th-largest  district  in  the  United  States. 

These  teams  were  directed  to  look  at  the  best  practices  for  ac- 
complishing work  for  each  function.  They  were  to  identify  a  means 
to  improve  efficiency  and  decrease  costs. 

In  February  of  1996,  we  submitted  our  proposed  Ohio  District 
consolidation  plan  to  the  IRS  Northeast  Regional  Director  for  ap- 
proval. Our  plan  created  what  we  believed  to  be  a  lean,  efficient 
district.  It  identified  97  positions  to  be  eliminated.  We  requested 
permission  to  begin  operating  as  the  Ohio  Director  on  April  1, 
1996.  How  ironic. 

On  March  7,  1996,  the  regional  commissioner  issued  a  memo  to 
the  Ohio  district  director  certifying  us  to  begin  operating  at  the 
Ohio  District  based  on  the  organizational  structure  and  the  number 
of  positions  shown  on  our  organizational  charts.  There  was  a  con- 
cern raised  regarding  our  recommended  spans  of  control,  which 
was  not  enough  employees  per  group  manager.  There  was  no  con- 
cern raised  regarding  the  fact  that  our  organizational  charts  antici- 
pated and  proposed  processing  positions  which  would  be  located 
outside  district  headquarters,  but  closer  to  the  actual  work  being 
performed. 
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In  May  of  1996,  we  received  a  memo  from  Dave  Mader,  asking 
for  clarification  concerning  what  he  termed  "exceptions  to  the  orga- 
nization's structure  that  allowed  off-site  processing  positions." 

Our  transition  steering  committee  was  in  a  state  of  disbelief.  Six 
weeks  after  everything  had  been  approved,  and  we  were  operating 
at  the  Ohio  District,  we  were  suddenly  being  questioned  about  our 
organizational  structure.  If  all  the  processing  positions  currently  lo- 
cated in  the  Cleveland  office  were  eliminated,  we  would  be  forced 
to  take  people  from  field  compliance  positions  in  the  headquarters 
office  just  to  process  the  work.  This  would  be  contrary  to  the  pur- 
pose of  the  district  realignment,  which  was  to  put  more  people  back 
into  field  compliance  positions. 

We  submitted  our  response  to  the  northeast  regional  commis- 
sioner on  May  15.  It  made  no  business  sense  to  eliminate  people 
who  were  trained,  skilled  and  experienced  in  performing  processing 
work  and  then  turn  around  and  hire  people  off  the  street  and  wait 
for  them  to  get  the  knowledge  necessary  to  perform  the  work.  It 
would  slow  the  processing  of  the  examinations,  the  timeliness  of 
collections,  and  it  would  reduce  the  quality  of  service  to  the  public. 

I  would  like  to  read  three  of  the  comments  that  we  provided  in 
our  response  to  the  region.  First,  the  lien  payoff  desk  located  in 
Cleveland  collects  nearly  $300,000  each  month.  Without  customer 
sei-vice  for  Federal  tax  liens,  the  exposure  to  lost  revenue  is  enor- 
mous. 

Second,  centralizing  our  examination  support  and  processing  in 
headquarters  would  result  in  significant  delays  in  processing  cases. 
Our  efforts  would  have  to  concentrate  on  statute  and  large  defi- 
ciency cases,  all  other  examination  work  would  backlog  and  be 
worked  as  time  was  available.  Priority  work  would  increase  as  stat- 
utes became  eminent.  The  system  would  eventually  collapse  under 
the  weight  of  the  backlog. 

Our  examiners  and  clerical  support  close  an  average  of  550  units 
per  person  per  year.  Therefore  each  support  position  we  eliminate 
in  Cleveland  reduces  our  closed  units  by  550. 

Finally,  we  believe  that  we  would  have  difficulty  recruiting  quali- 
fied employees.  The  Cincinnati  service  center  is  experiencing  dif- 
ficultly filling  similar  jobs.  Training  and  development  of  new  em- 
ployees would  cause  a  serious  drain  on  our  existing  resources.  We 
would  need  to  maintain  a  Cleveland  operation  for  several  years  to 
handle  the  workload  while  the  headquarters  operation  gets  up  to 
speed. 

The  response  we  received  from  the  region  on  our  request  was 
negative.  They  did  not  provide  any  explanation  or  any  evidence  to 
contradict  our  business  case;  they  just  said  no.  We  were  told  to  RIF 
approximately  100  employees  in  the  Cleveland  office.  These  posi- 
tions consist  primarily  of  employees  at  the  GS-4  to  GS-7  pay  lev- 
els. The  majority  of  these  employees  have  10  or  more  years  of  job 
experience,  the  type  of  experience  you  cannot  hire  off  the  street 
and  expect  to  accomplish  the  mission  of  the  service.  It  is  a  slap  in 
the  face  to  all  IRS  employees  that  they  are  being  fired  and  being 
replaced  with  new  employees  with  no  experience. 

It  is  also  interesting  to  note  that  no  manager  in  our  district  re- 
alignment was  negatively  impacted  in  this  process.  They  were 
taken  care  of  prior  to  the  decision  to  conduct  this  RIF.  In  every 
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case  where  a  manager  was  relocated,  they  received  reimbursement 
for  their  moving  expenses.  No  reimbursement  is  being  offered  to 
front-hne  employees  for  relocation. 

In  conclusion,  I  ask  that  you  stop  this  RIF.  It  is  being  directed 
by  Washington  bureaucrats  who  have  very  little  experience  when 
it  comes  to  understanding  what  makes  a  district  operate  efficiently. 
They  have  presented  no  business  case  to  dispute  the  substantial 
documentation  our  district  submitted  to  support  our  organizational 
structure.  We  spent  7  months  compiling  information  to  organize 
our  district  the  most  efficient  way  possible.  Washington  spent  only 
a  few  minutes  saying  no. 

If  this  RIF  proceeds,  the  public  will  lose  the  basic  services  they 
are  entitled  to  receive,  and  the  IRS  will  lose  the  ability  to  timely 
process  examinations  and  collect  delinquent  taxes. 

There  is  no  cost  savings  realized  by  eliminating  a  job  currently 
being  performed  in  Cleveland  and  hiring  a  new  employee  to  do  that 
same  job  in  Cincinnati.  It  is  far  cheaper  and  more  efficient  to  proc- 
ess work  being  done  by  field  compliance  employees  in  Cleveland 
than  to  transfer  that  work  250  miles  to  newly-hired,  inexperienced 
employees. 

In  order  to  allow  the  Ohio  District  IRS  employees  to  continue  to 
serve  the  taxpayers  of  Ohio  in  an  efficient  and  cost-effective  way, 
this  Washington  headquarters-mandated  RIF  must  be  stopped. 

Thank  you. 

Senator  Glenn.  Thank  you  very  much. 

In  that  transfer  of  operation  there,  did  they  offer  to  transfer  peo- 
ple from  Cleveland  to  Cincinnati?  Did  any  of  them  transfer  down 
there? 

Mr.  Herrington.  No  one  has  transferred  at  this  point.  I  do  not 
think  the  procedures  have  been  established  to  do  that  yet.  There 
has  been  some  discussion,  but  from  what  I  have  been  told,  even  if 
the  opportunity  to  transfer  exists,  there  will  be  no  reimbursement 
for  the  cost  of  moving. 

Senator  Glenn.  We  thought  we  had  the  system  all  set  up  with 
the  compliance  initiative  and  all  that,  and  that  was  working  well. 
There  were  going  to  be  very  few  RIFs,  if  any,  as  a  result  of  how 
that  was  being  done.  Some  of  GAO's  data  suggests  that  out  of  the 
5,500  so-called  new  compliance  positions  created  in  1995,  over 
4,300  of  those  were  filled  by  existing  IRS  employees. 

Mr.  Tobias.  That  is  correct. 

Senator  Glenn.  So  it  is  mainly  a  transfer  of  function  from  one 
to  the  other  here,  and  the  actual  new  hires  out  of  that  5,500  were 
only  about  1,150,  according  to  the  figures  we  have  here;  I  do  not 
know  whether  you  have  the  same  figures. 

Mr.  ToBL^.  That  is  correct,  Senator.  But  you  see,  the  IRS  is  try- 
ing to  justify  this  action.  Senator,  on  the  basis  that  the  compliance 
initiative  ended.  And  I  think  certainly  the  ending  of  the  compliance 
initiative  has  made  this  reorganization  more  difficult,  but  the  fact 
of  the  matter  is  that  funds  are  available  to  pay  for  these  folks, 
number  one,  and  number  two,  there  is  no  study  that  has  been  done 
that  could  be  offered  to  this  Committee  which  would  show  that  the 
IRS  could  operate  with  1,000  fewer  people  processing  the  work  that 
is  currently  processed  by  the  2,500. 

So  for  both  of  those  reasons,  this  RIF  should  be  stopped. 


231 

Senator  Glenn.  Okay.  We  will  have  to  take  that  up  with  them. 
I  expressed  myself  on  the  compliance  initiative  cutback  earlier,  and 
I  think  that  that  is  one  of  the  dumbest  things  I  have  seen  in  a 
while,  but  that  is  a  different  subject,  and  we  talked  about  it  earlier. 

Mr.  Clagett,  holding  the  appropriations  up — and  apparently,  it 
will  be  held  up  now  until  they  hit  this  Level  3,  and  that  will  not 
occur  until  sometime  around  the  year  2000 — means  that  TSM  is 
just  going  to  be  held  in  abeyance  until  that  time,  then? 

Mr.  Clagett.  It  is  not  clear  to  me  exactly  what  would  happen. 
The  point  is  that  people  who  are  currently  on  the  rolls  who  are 
software  developers  are  to  be  upgraded.  I  do  not  know  where  they 
will  get  the  money  or  what  those  people  will  do  during  that  time; 
I  am  not  quite  sure.  That  is  why  I  think  they  ought  to  pick  a  single 
technically  challenging  project  on  which  to  put  the  folks  as  they  are 
being  trained  to  use  the  advanced  techniques. 

Senator  Glenn.  And  do  it  incrementally. 

Mr.  Clagett.  And  do  it  incrementally;  exactly. 

Senator  Glenn.  Mr.  Gioia,  the  control  board  idea  is  an  interest- 
ing concept.  Would  you  see  the  control  board  as  more  or  less  mon- 
itoring the  plans  that  IRS  has  already  formed  and  is  in  the  process 
of  implementing,  and  they  would  be  sort  of  outside  experts  who 
would  monitor  that,  or  would  you  see  them  as  a  control  board  in 
terms  of  the  control  board  that  we  have  in  Washington,  D.C.  now, 
which  actually  takes  over  and  runs  it  because  things  are  that 
fouled  up?  How  do  you  see  this  working? 

Mr.  GiOiA.  Well,  you  have  enough  monitoring  boards  around 
now.  I  think  that  that  is  one  of  the  problems.  It  has  got  to  be  a 
control  board  similar  to  a  board  of  directors  in  a  corporation  or  a 
control  board  like  they  are  running  in  D.C.  right  now.  They  must 
have  hire  and  fire  authority  over  the  program  manager,  approval 
authority  over  requirements  and  the  ability  to  kill  the  program  if 
it  is  failing. 

Senator  Glenn.  So  you  see  the  control  board  really  being  in  con- 
trol, then.  This  is  not  a  control  advisory  board  or  something;  it 
would  be  a  board  that,  if  something  is  not  going  right,  they  could 
go  to  IRS  and  fire  certain  people. 

Mr.  GiOiA.  To  review  progress  periodically  means  they  must 
spend  a  lot  of  time  with  the  program.  They  would  determine  that 
progress  has  been  made  according  to  plan,  look  at  variances,  deter- 
mine alternatives  to  the  variances,  and  redirect  the  program  to  ac- 
commodate the  variances.  So  it  would  be  truly  a  board  that  con- 
trols the  program,  but  not  in  the  details;  the  program  manager 
would  do  that. 

Senator  Glenn.  Thank  you. 

It  is  almost  one  o'clock.  Gentlemen,  I  appreciate  your  patience 
this  morning  and  I  am  sorry  you  had  to  wait  so  long.  I  really  do 
not  like  it  particularly  when  people  come  in  here  from  out  of  town 
and  then  have  to  wait  all  morning  to  give  brief  testimony. 

Mr.  Clagett.  Senator,  can  I  make  one  more  comment  on  the  con- 
trol board? 

Senator  Glenn.  Yes. 

Mr.  Clagett.  In  5  years  of  our  being  in  a  voluntary  advisory 
role,  we  really  did  not  see  much  happening.  We  saw  a  lot  of  plans, 
but  we  really  did  not  see  much  happen.  It  is  going  to  be  tough  to 


232 

have  somebody  who  can  hire  and  fire,  and  I  have  been  wondering 
about  this  also  and  how  to  organize  it. 

The  only  thing  that  I  have  seen  so  far  is  what  you  are  proposing, 
and  it  was  done,  and  that  is  to  say  you  get  no  more  funds  unless 
you  achieve  certain  things.  So  it  seems  to  me  that  if  there  is  a 
board,  it  certainly  ought  to  report  to  one  of  the  committees  so  that 
the  Committee  can  take  action. 

Senator  Glenn.  If  you  give  the  board  that  kind  of  authority,  I 
think  we  would  probably  have  to  go  back  and  legislate  it,  and  that 
gets  into  Mr.  Tobias  area.  I  am  sure  he  would  perk  up  if  we  really 
got  into  serious  discussion  about  whether  you  are  going  to  have  an 
outside  control  board  come  in  with  full  authority  to  fire  people  up 
and  down  the  full  ladder  in  IRS.  This  would  not  be  just  the  bosses 
you  are  talking  about.  If  you  have  some  people  down  here  who 
have  not  been  performing  right,  the  control  board,  as  I  envision  it 
from  what  you  said,  would  come  in  and  say,  "Mr.  Tobias,  I  do  not 
care  if  they  are  members  of  your  union  or  not,  you  have  authority 
to  fire  them."  That  is,  and  out  they  go.  That  would  require  a  con- 
siderable change  in  legislation  and  considerable  discussion  on  the 
Hill  before  we  would  go  that  route,  I  think. 

Mr.  Tobias.  I  think  that  that  is  one  of  the  issues.  Senator,  that 
Senator  Kerrey  and  Congressman  Portman  have  under  consider- 
ation as  part  of  the  restructuring  of  the  IRS. 

Mr.  GlOlA.  Well,  there  are  ways  to  move  them  out  of  a  program 
without  firing  them. 

Senator  Glenn.  Well,  yes,  lateral  moves,  or  you  can  kick  them 
upstairs  sometimes  to  get  them  out  of  the  way.  That  used  to  be  the 
old  joke,  and  it  was  not  a  joke  sometimes.  I  do  not  think  you  want 
to  keep  a  lot  of  dead  wood  on  and  just  say  they  could  not  perform 
in  this  position,  so  we  will  move  them  over  here  to  something  else, 
and  put  somebody  new  in  that  position.  That  gets  into  a  lot  of  other 
problems  as  you  know. 

Thank  you  all.  The  hearing  stands  in  recess  subject  to  call  of  the 
chair. 

[Whereupon,  at  12:58  p.m.,  the  Committee  was  adjourned.] 
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STATEMENT  OF  VXLERIE  LAU 

ZMSPECTOR  GENERAL,  U.S.  DEPARTMENT  OP  THE  TREASURY 

BEFORE  THE  SENATE  COMMITTEE  ON  GOVERNMENTAL  AFFAIRS 

JUNE  6,  1996 


MR.  CHAIRMAN  AND  MFMBERS  OF  THE  COMMITTEE: 

I  AM  PLEASED  TO  HAVE  THIS  OPPORTUNITY  TO  ASSIST  IN  YOUR  REVIEW  OF 
INTERNAL  REVENUE  SERVICE  (IRS)  FINANCIAL  MANAGEMENT  ISSUES. 

AS  THE  INSPECTOR  GENERAL  FOR  THE  DEPARTMENT  OF  THE  TREASURY,  I 
HAVE  GENERALLY  APPROACHED  IRS  ISSUES  THROUGH  THE  LENS  OF  THE 
OVERSIGHT  FUNCTION.   THE  INSPECTOR  GENERAL  ACT  OF  1978,  AS 
AMENDED,  ESTABLISHED  A  STATUTORY  INSPECTOR  GENERAL  FOR  THE 
DEPARTMENT  OF  THE  TREASURY  IN  APRIL  1989.   WITH  RESPECT  TO  IRS, 
THE  ACT  PROVIDED  MY  OFFICE  WITH  OVERSIGHT  AUTHORITY  FOR  THE  IRS 
CHIEF  INSPECTOR'S  OFFICE,  WHICH  PERFORMS  THE  PRIMARY  ROLE  OF 
AUDITING  INTERNAL  IRS  MATTERS.   ADDITIONALLY,  MY  OFFICE  HAS  THE 
AUTHORITY  TO  DIRECTLY  AUDIT  IRS  ISSUES  THAT  WARRANT  OUR 
ATTENTION. 

SO  FAR,  I  BELIEVE  THE  WORK  UNDERTAKEN  OR  IN  PROCESS  BY  THE  CHIEF 
INSPECTOR  AND  THE  GENERAL  ACCOUNTING  OFFICE  (GAO)  HAVE  PROVIDED 
EXTENSIVE  COVERAGE  OF  IRS'  FINANCIAL  MANAGEMENT  ACTIVITIES.   I 
HAVE  BEEN  CAREFUL  THEREFORE  TO  AVOID  DUPLICATING  AUDIT  EFFORT. 
ACCORDINGLY,  I  HAVE  DIRECTED  MY  OFFICE'S  EFFORTS  TO  THOSE  AREAS 
IN  NEED  OF  INSPECTOR  GENERAL  OVERSIGHT. 

TODAY  I  WILL  DISCUSS  FOUR  EFFORTS.   FIRST,  NY  OFFICE  HAS  VERIFIED 
THE  RELIABILITY  OF  THE  SELF  EVALUATION  PROCESS  UNDER  THE  FEDERAL 
MANAGERS'  FINANCIAL  INTEGRITY  ACT  (FMFIA)  OF  1982.   SECOND,  WE 
HAVE  ASSESSED  THE  EFFECTIVENESS  OF  THE  DEPARTMENT'S  OVERSIGHT  OF 
THE  TAX  SYSTEM  MODERNIZATION  EFFORT  (TSM) .   THIRD,  WE  HAVE 
REVIEWED  THE  CORRECTIVE  ACTIONS  TAKEN  BY  IRS  TO  PREVENT  AND 
DETECT  IRS  EMPLOYEE  BROWSING  OF  TAXPAYER  FILES.   FOURTH,  I  HAVE 
FOSTERED  PARTNERSHIP  ARRANGEMENTS  WITH  THE  CHIEF  INSPECTOR  IN 
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CONDUCTIMO  JOINT  AUDITS,  AMD  WITH  6A0  IN  AUDITING  IRS'  FUTURE 
FINANCIAL  STATEMENTS. 

FIRST,  FMFIA.   AS  YOU  ARE  AWARE,  THE  ASSURANCES  PROVIDED  TO  THE 
PRESIDENT  AND  THE  CONGRESS  THROUGH  THE  FMFIA  PROCESS  ARE  BASED  ON 
MANAGEMENT'S  SELF  EVALUATION.   THUS,  I  HAVE  TAKEN  STEPS  TO  HELP 
ASSURE  TEE  SECRETARY  OF  THE  TREASURY,  AND  ULTIMATELY  THE 
PRESIDENT  AND  THE  CONGRESS,  THAT  THESE  SELF  EVALUATIONS  ARE 
ACCOMPLISHING  THE  OBJECTIVES  OF  THE  ACT,  AND  THAT  THE  RESULTS  ARE 
CLASSIFIED  PROPERLY  AND  THE  CONCLUSIONS  ARE  REPORTED  ACCURATELY. 

THE  FMFIA  REQUIRES  FEDERAL  AGENCIES  TO  CERTIFY  COMPLIANCE  WITH 
THE  APPLICABLE  PROVISIONS  OF  SECTION  2,  CONCERNING  THE  ADEQUACY 
OF  SYSTEMS  OF  INTERNAL  MANAGEMENT  CONTROLS,  AND  SECTION  4, 
ADDRESSING  COMPLIANCE  WITH  GOVERMMEMTWIDE  REQUIREMENTS  FOR 
FINANCIAL  MANAGEMENT  SYSTEMS.   CONTINUING  MATERIAL  WEAKNESSES  IN 
IRS'  SYSTEMS  OF  INTERNAL  MANAGEMENT  CONTROLS  AND  NONCONFORMANCE 
IN  ITS  FINANCIAL  ACCOUNTING  SYSTEMS  HAVE  RESULTED  IN  THE 
COMMISSIONER'S  QUALIFIED  REASONABLE  ASSURANCE  THAT  IRS  COMPLIES 
WITH  THE  REQUIREMENTS  OF  THE  FMFIA. 

SEEING  TO  IT  THAT  THESE  WEAKNESSES  HAVE  BEEN  CLASSIFIED  PROPERLY 
IN  THE  ANNUAL  REPORTS  TO  THE  PRESIDENT  AND  THE  CONGRESS  HAS 
REQUIRED  SOME  ASSERTIVENESS  BY  THE  IRS  CHIEF  INSPECTOR'S  OFFICE, 
WHICH  I  HAVE  SUPPORTED.   LET  ME  EXPLAIN.   MANAGEMENT'S 
CONCLUSIONS  CONCERNING  FMFIA  COMPLIANCE  ARE  BASED  ON  SELF 
EVALUATIONS  WHICH,  BY  THEIR  NATURE,  ARE  NOT  EXACT  AND  EXPOSE  THE 
PROCESS  TO  SUBJECTIVITY.   IN  ITS  FISCAL  YEAR  199S  ASSURANCE 
LETTER  TO  THE  SECRETARY,  IRS  PROVIDED  QUALIFIED  REASONABLE 
ASSURANCE  FOR  SECTION  2  BY  REPORTING  CONTINUING  WORK  ON 
PREVIOUSLY  IDENTIFIED  MATERIAL  WEAKNESSES  AMD  TWO  NEW  MATERIAL 
WEAKNESSES  CONCERNING  ASPECTS  OF  THE  LOW  INCOME  HOUSING  CREDIT 
AND  THE  TAX  EXEMPT  BOND  PROGRAMS. 
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HOWEVER,  ZR8  CHARACTERIZED  THE  PROBLEMS  IT  IS  FACING  WITH  TSM  AS 
AM  AREA  OF  CONCERM,  WHILE  THE  CHIEF  INSPECTOR'S  OFFICE 
RECOMMENDED  TSM  BE  CLASSIFIED  AS  A  MATERIAL  WEAKNESS.   THE  DEGREE 
OF  DIFFERENCE  BETWEEN  AN  AREA  OF  CONCERN  AND  A  MATERIAL  WEAKNESS 
COOLD  BE  THE  DECIDING  FACTOR  IN  WHETHER  OR  NOT  REASONABLE 
AS80RANCE  UNDER  FMFIA  CAM  BE  PROVIDED  TO  THE  PRESIDENT  AND  THE 
CONGRESS,  AS  WELL  AS  ITS  DEGREE  OF  MATERIALITY  DRAWING  MORE 
SCROTINY  IN  THE  BUDGET  PROCESS. 

THE  CHIEF  INSPECTOR  CONSIDERED  TSM  A  MATERIAL  WEAKNESS  BECAUSE 
IRS  HAS  NOT  EFFECTIVELY  DEMONSTRATED  CONTROLS  OVER  THREE  AREAS: 
MODERNIZATION  PROGRAM  MANAGEMENT,  INFORMATION  SYSTEMS 
INFRASTRUCTURE,  AMD  FINANCIAL  MANAGEMENT.   WHILE  IRS  MANAGEMENT 
HAS  TAKEN  A  NUMBER  OF  CORRECTIVE  ACTIONS  TO  RESOLVE  THESE 
PROBLEMS,  THE  FIXES  HAVE  NOT  YET  TAKEN  HOLD. 

ONE  YEAR  EARLIER,  A  SIMILAR  DISAGREEMENT  OVER  CLASSIFYING  TSM  AS 
A  MATERIAL  WEAKNESS  OCCURRED  WITH  THE  FISCAL  YEAR  1994  ASSURANCE 
LETTER.   IN  THAT  INSTANCE,  THE  DEPARTMENT  DID  NOT  REPORT  TSM  AS  A 
MATERIAL  WEAKNESS,  BUT  DID  INCLUDE  A  STATEMENT  IN  THE  ASSURANCE 
LETTER  NOTING  MY  OFFICE'S  POSITION  THAT  TSM  WAS  A  MATERIAL  RISK 
REQUIRING  CLOSE  MONITORING  BY  SENIOR  DEPARTMENTAL  AND  IRS 
MANAGEMENT.   THIS  ISSUE  WAS  ALSO  HIGHLIGHTED  IN  MY  APRIL  1995 
SEMIANNUAL  REPORT  TO  CONGRESS.   WITH  THE  1995  FMFIA  CYCLE, 
HOWEVER,  I  AM  PLEASED  TO  REPORT  THAT  OUR  POSITION  ON  THE  TSM 
CLASSIFICATION  WAS  ACCEPTED  BY  THE  SECRETARY.   TSM  IS  IDENTIFIED 
AS  A  MATERIAL  WEAKNESS  IN  THE  DEPARTMENT'S  FISCAL  YEAR  1995  FMFIA 
ASSURANCE  LETTER. 

SECOND,  WE  HAVE  ADDRESSED  TSM  BY  REVIEWING  THE  EFFECTIVENESS  OF 
THE  DEPARTMENT'S  OVERSIGHT  OF  TSM.   WE  ACCOMPLISHED  OUR  OBJECTIVE 
BY  ASSESSING  THE  DEPARTMENT'S  POLICY,  PROCEDURES  AND 
DOCUMENTATION  PERTAINING  TO  THE  OVERSIGHT  OF  TSM  AND  APPROVAL  OF 
BUDGET  REQUESTS.   WE  ALSO  ASSESSED  THE  DEPARTMENT'S  ROLE  IN 
MONITORIHG  CORRECTIVE  ACTIONS  ON  TSM  PROBLEMS  REPORTED  BY  GAO  AMD 


236 


THE  CHIE7  INSPECTOR'S  OmCE.   THIS  REVIEW  WAS  CONDUCTED  DURING 
THE  PERIOD  SEPTEMBER  1994  THROUGH  APRIL  1995  AND  COVERED  GAO  AND 
IRS  REPORTS  ISSUED  ntOM  1989  THROUGH  1994. 

IN  SUMMARY,  OUR  OCTOBER  1995  REPORT  ON  THIS  REVIEW  CALLED  FOR 
IMPROVEMENTS  IN  THE  DEPARTMENT'S  OVERSIGHT  OF  TSM.   FIRST,  WE 
RECOMMENDED  THAT  TSM  OVERSIGHT  RESPONSIBILITIES  BE  PROPERLY 
ALLOCATED  AMONG  VARIOUS  DEPARTMENTAL  OFFICES.   UP  TO  THE  TIMS  OF 
OUR  REVIEW,  TSM  WAS  BEING  VIEWED  PRIMARILY  AS  AN  INFORMATION 
SYSTEMS  INITIATIVE.   ACCORDINGLY,  THE  OFFICE  OF  INFORMATION 
RESOURCES  MANAGEMENT  WAS  CONDUCTING  MOST  OF  THE  WORK. 

IN  RESPONSE  TO  THIS  RECOMMENDATION,  THE  ASSISTANT  SECRETARY  FOR 
MANAGEMENT  AND  CHIEF  FINANCIAL  OFFICER  DESIGNATED  AN  EXECUTIVE 
DIRECTORATE  TO  COORDINATE  THE  ACTIVITIES  OF  THE  VARIOUS 
DEPARTMENTAL  OFFICES  RESPONSIBLE  FOR  OVERSEEING  TSM. 

SECOND,  INDEPENDENT  MANAGEMENT  REVIEWS  NEED  TO  BE  PERFORMED.   WE 
RECOMMENDED  THAT  THE  REVIEWS  BE  PRIORITIZED  BY  THOSE  SYSTEMS 
SCHEDULED  FOR  BUDGET  APPROVAL,  AS  WELL  AS  ITS  OVERALL  PURPOSE  AND 
COST.   THESE  REVIEWS  SHOULD  ALSO  BE  COORDINATED  WITH  THE  CHIEF 
INSPECTOR  AND  GAO.   THE  ASSISTANT  SECRETARY  HAS  COMMITTED  TO 
DEVELOPING  AN  INFORMATION  RESOURCES  MANAGEMENT  REVIEW  SCHEDULE 
WITHIN  60  DAYS  OF  RECEIVING  BUREAU  OPERATIONAL  INFORMATION 
RESOURCES  MANAGEMENT  PLANS,  AND  THE  OFFICE  OF  INFORMATION 
RESOURCES  MANAGEMENT  WILL  ADVISE  THE  CHIEF  INSPECTOR  OF  REVIEWS 
RELATED  TO  TSM. 

THIRD,  WE  CONCLUDED  THAT  TSM  PROBLEMS  REPORTED  BY  SOURCES  SUCH  AS 
GAO,  THE  IRS  CHIEF  INSPECTOR  AMD  OTHERS  NEED  TO  BE  USED  MORE 
EFFECTIVELY  TO  ENSURE  THAT  RECURRING  WEAKNESSES  HAVE  BEEN 
CORRECTED  PRIOR  TO  APPROVING  ADDITIONAL  TSM  INITIATIVES.   IN  THIS 
REGARD,  THE  DEPARTMENT  HAS  COMMITTED  TO  ESTABLISHING  AND 
MAINTAINING  A  LIBRARY  AND  A  COMPUTERIZED  LISTING  OF  ALL  TSM- 
RBLATED  REPORTS,  REVIEWS  AND  ANALYSES.   THIS  INFORMATION  WILL  BE 
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AVAILABLE  TO  DESK  OFFICERS  AHD  OTHER  DEPARTMENTAL  OFFICES  PRIOR 
TO  THE  AMMUAL  BUDGET  REVIEW,  AMD  IT  WILL  BE  OSED  IN  THE 
DEPARTMEMT'S  REVIEW  PROCESS. 

6A0  CRITIQUED  IRS'  EFFORTS  TO  MODERNIZE  TAX  PROCESSINO  IN  ITS 
JULY  1995  REPORT  TITLED,  ^MANAGEMENT  AND  TECHNICAL  WEAKNESSES 
MUST  BE  CORRECTED  IF  MODERNIZATION  IS  TO  SUCCEED".   THE  REPORT 
DESCRIBED  SERIOUS  REMAINING  MANAGEMENT  AND  TECHNICAL  WEAKNESSES, 
AMD  MADE  OVER  A  DOZEN  RECOMMENDATIONS  FOR  IMPROVEMENT. 

THE  MODERNIZATION  INITIATIVE  WAS  ALSO  INCLUDED  IN  GAO'S  FEBRUARY 
1995  OVERVIEW  OF  GOVERNMENT  HIGH  RISK  AREAS.   GAO  REPORTED  THAT 
THE  OVERALL  DESIGN  OF  TSM  IS  STILL  INCOMPLETE  AND  IRS  IS 
CONTINUING  TO  AUTOMATE  EXISTING  PROBLEM  PLAGUED  FUNCTIONS  WITH 
LIMITED  UNDERSTANDING  OF  WHETHER  OR  HOW  DIFFERENT  SYSTEMS  WILL 
EVENTUALLY  CONNECT  TO  IMPROVE  TAX  ADMINISTRATION. 

MOVING  FROM  TSM  BACK  TO  THE  ISSUE  OF  FINANCIAL  MANAGEMENT,  THE 
IRS  COMMISSIONER  CAN  NOT  PROVIDE  REASONABLE  ASSURANCE  THAT  THE 
OBJECTIVES  OF  SECTION  4  HAVE  BEEN  ACHIEVED  DUE  TO  CONTINUED 
WEAKNESSES  IN  IRS'  REVENUE  ACCOUNTING  SYSTEMS.   THESE  SYSTEMS  DO 
NOT  MEET  TODAY'S  ACCOUNTING  STANDARDS  FOR  FINANCIAL  MANAGEMENT 
SYSTEMS,  NOR  DO  THEY  PROVIDE  AN  ADEQUATE  TRANSACTION  TRAIL. 

THESE  WEAKNESSES,  WHICH  INCLUDE  THE  AUDITORS'  INABILITY  TO 
RECONCILE  REVENUE  AND  VALIDATE  ACCOUNTS  RECEIVABLE  ESTIMATES,  LEO 
TO  GAO  DISCLAIMING  AN  OPINION  ON  IRS'  FISCAL  YEAR  1994  FINANCIAL 
STATEMENTS.   IN  THIS  REGARD,  SEVERAL  OF  THE  MAJOR  PROGRAM  AREAS 
IN  THE  TSM  BUDGET  ADDRESS  REVENUE  ACCOUNTING  ISSUES.   SUCCESSFUL 
COMPLETION  OF  THESE  TASKS  ASSOCIATED  WITH  THESE  PROGRAM  AREAS 
SHOULD  HELP  ADDRESS  THE  FINANCIAL  STATEMENT  DISCLAIMER. 

GAO  IS  NOW  WRAPPING  UP  ITS  REVIEW  OF  THE  FISCAL  YEAR  1995 
FINANCIAL  STATEMENTS.   THIS  SUMMER  MY  OFFICE  WILL  FORM  A 
PARTNERSHIP  WITH  GAO  AMD  THE  CHIEF  INSPECTOR'S  OFFICE  TO  REVIEW 
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THE  FISCAL  YEAR  1996  rZMANCZAL  STATEMENTS.   Z  HAVE  EVERY 
COMPIDENCB  THAT  THIS  CONBZNED  EFFORT  WZLL  CONTRZBDTB  TO  CONTZNUED 
PROGRESS  IM  RBSOLYZMG  ZRS'  FZNANCZAL  NAMAGEMEMT  PROBLEMS. 

THIRD,  WE  COMDUCTBO  A  FOLLOW  UP  REVIEW  OF  IRS  ACTIONS  TO  CORRECT 
PROBLEMS  WITH  EMPLOYEE  BROWSING  OF  TAXPAYER  INFORMATION.   IN 
1994,  WE  REPORTED  TO  THE  CHAIRMAN  OF  THIS  COMMITTEE  THAT  THE 
CHIEF  INSPECTOR'S  EFFORTS  FOR  CORRECTING  THIS  PROBLEM  HAD  BEEN 
EXTENSIVE.   LATER,  WE  FOLLOWED  UP  ON  THE  ACTIONS  TAKEN  TO 
IMPLEMENT  OUR  RECOMMENDATIONS.   A  MARCH  199C  REPORT  TO  THE  IRS 
COMMISSIONER  SUMMARIZES  THE  SERVICE'S  PROGRESS  IN  IMPLEMENTING 
THE  INTEGRATED  DATA  RETRIEVAL  SYSTEM  (IDRS)  ACTION  PLAN. 

IN  SUMMARY,  WE  FOUND  THE  CHIEF  INSPECTOR'S  OFFICE  HAD 
SUCCESSFULLY  COMPLETED  THE  TEN  IDRS  ACTION  ITEMS  ASSIGNED  TO  IT 
FOR  HELPING  CONTROL  MISUSE  OF  THE  SYSTEM.   WE  ALSO  FOUND  THAT  THE 
IRS  HAD  SUCCESSFULLY  INITIATED  SEVERAL  PROACTIVE  FUNCTIONS  TO 
HELP  PREVENT  IDRS  ABUSES.   BUT,  THE  NEW  SYSTEMS  DEVELOPED  TO 
BETTER  CONTROL  IDRS  MISUSE  WERE  NOT  ALWAYS  EXECUTED  IN  ACCORDANCE 
WITH  REQUIRED  PROCEDURES.   FOR  EXAMPLE,  TWO  SYSTEMS  DEVELOPED  TO 
BETTER  CONTROL  IDRS  MISUSE  HAD  NOT  FULLY  MET  REQUIRED  PROCEDURES 
FOR  SYSTEMS  SECURITY  CERTIFICATION  AND  ACCREDITATION  BEFORE  THE 
SYSTEMS  WERE  PUT  INTO  USE.   WITHOUT  SUCH  CERTIFICATION,  IRS  HAD 
MORE  LIMITED  ASSURANCE  THAT  THESE  SYSTEMS  WERE  MOT  VULNERABLE  TO 
SECUIRTY  RISKS  AND  POSSIBLE  INCREASED  MISUSE. 

ALSO,  WE  FOUND  THAT  HIGHER  LEVEL  POSITION  SENSITIVITY  AND 
BACKGROUND  INVESTIGATIONS  SHOULD  HAVE  BEEN  REQUIRED  FOR  PERSONS 
WORKING  ON  SENSITIVE  IDRS-RELATED  SYSTEMS.   MOREOVER,  THE 
CORRECTIVE  ACTIONS  NECESSARY  FOR  IMPLEMENTING  AUDIT 
RECOMMENDATIONS  WERE  SOMETIMES  REPORTED  CLOSED  BEFORE  ALL 
CORRECTIVE  ACTIONS  WERE  COMPLETED. 

IRS  MANAGEMENT  AGREED  WITH  OUR  RECOMMENDATIONS  AND  DESCRIBED  THE 
CORRECTIVE  ACTIONS  THEY  ARE  TAKING,  OR  HAVE  PLANNED,  TO  RESOLVE 
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THE  IDEMTirZBD  PROBLEMS.   WE  CONCUR  WITH  IRS'  ACTI0H8  AND  BELIEVE 
THAT  WHEN  THEY  ARE  rOLLY  IMPLEMENTED,  THE  PROPOSED  ACTIONS  WILL 
HELP  CORRECT  THE  REPORTED  DEFICIENCIES. 

FOURTH,  WE  HAVE  BEEN  WORKINO  CLOSELY  WITH  THE  CHIEF  INSPECTOR'S 
OFFICE  BY  FORMING  PARTNERSHIP  ARRANGEMENTS  ON  AUDITS  OF  PROGRAMS, 
ACTIVITIES  AMD  FUNCTIONS  THAT  INVOLVE  IRS  AND  OTHER  TREASURY 
BUREAUS.   FOR  EXAMPLE,  WE  RECENTLY  COMPLETED  AM  ANALYSIS  OF  THE 
INTERNAL  CONTROLS  OVER  THE  PROCESSING  AND  ISSUANCE  OF  INCOME  TAX 
REFUNDS.   THE  SCOPE  OF  WORK  ON  THIS  ASSIGNMENT  INCLUDED  IRS  AND 
THE  FINANCIAL  MANAGEMENT  SERVICE'S  OPERATIONS  FOR  ISSUING  REFUNDS 
TOTALING  MORE  THAN  $96  BILLION  FOR  FISCAL  YEAR  1994. 

WE  ARE  CURRENTLY  PERFORMING  A  JOINT  PROJECT  WITH  THE  CHIEF 
INSPECTOR'S  OFFICE  IN  ASSESSING  THE  IRS  ROLE  AS  EXECUTIVE  AGENT 
FOR  THE  DEPARTMENT'S  DIGITAL  TELECOMMUNICATIONS  SYSTEM.   AS  PART 
OF  THIS  ASSIGNMENT,  WE  ARE  FOCUSING  ON  FINANCIAL  MANAGEMENT 
ISSUES  SUCH  AS  INVENTORY  VALUATION  AMD  REVENUE  AND  EXPENSE 
RECOGNITION  THAT  WILL  DIRECTLY  AFFECT  THE  IRS  FINANCIAL 
STATEMENTS.   THESE  ASSIGNMENTS  REPRESENT  THE  MOST  EFFICIENT  USE 
OF  OUR  PERSONNEL  RESOURCES  AND  THE  EXTENSIVE  BODY  OF  KNOWLEDGE 
OUR  TWO  OFFICES  HAVE  ACCUMULATED  ON  THE  MAJOR  ISSUES  CONFRONTING 
IRS. 

MR.  CHAIRMAN,  THIS  CONCLUDES  MY  PREPARED  STATEMENT. 
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Mr.  Chairman  and  Members  of  the  Committee: 

I  am  pleased  to  be  here  today  to  discuss  our  financial  audits  of  the  Internal  Revenue 
Service  (IRS).   As  part  of  a  pilot  program  under  the  Chief  Financial  Officers  (CFO)  Act  of 
1990,  IRS  began  preparing  annual  financial  statements  showing  the  results  of  its 
operations  starting  with  those  for  fiscal  year  1992.   Our  audits  have  spanned  fiscal  years 
1992  through  1995. 

In  fiscal  year  1995,  IRS'  financial  statements  and  our  audit  covered  a  reported  $1.4  trillion 
of  tax  revenue,  or  over  90  percent  of  revenues  used  to  help  fund  the  federal  government's 
operations.  Also  covered  were  $8  billion  of  operating  costs  for  carrying  out  IRS  activities 
and  programs  involving  processing  tax  returns  £ind  providing  taxpayer  assistance, 
enforcing  tax  laws  and  collecting  revenues,  maintaining  and  building  information  systems, 
and  carrying  out  various  administrative  and  management  activities. 

Prior  to  the  CFO  Act's  requirements,  IRS  had  not  prepared  financial  statements  and  had 
never  undergone  a  financial  audit.   CFO  Act  implementation  has  (1)  led  to  IRS  top 
managers  having  a  much  better  understanding  than  ever  before  of  IRS'  serious  and 
pervasive  accounting  and  reporting  problems,  (2)  provided  information  on  the  magnitude 
of  IRS'  tax  receivables  collection  problems,  and  (3)  identified  the  need  for  stronger 
controls  over  such  areas  as  payroll  operations. 
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The  CFO  Act's  requirements  also  have  provided  the  impetus  for  efforts  to  improve  IRS 
operations  and  address  the  substantial  problems  identified  by  our  financial  audits.    Since 
our  first  audit  of  IRS'  financial  statements,  IRS  has  implemented  a  new  financial  system  to 
improve  accounting  and  reporting  for  its  administrative  operations,  has  begun  to  use  the 
payroll  services  provided  by  the  Department  of  Agriculture's  National  Finance  Center,  and 
has  other  improvement  efforts  ongoing. 

However,  we  have  been  unable  to  express  an  opinion  on  the  reliability  of  IRS'  financial 
statements  for  any  of  the  4  fiscal  years  from  1992  through  1995.   The  following 
fundamental,  persistent  problems  remain  uncorrected  and,  until  they  are  resolved,  will 
continue  to  prevent  us  from  expressing  an  opinion  on  IRS'  financial  statements  in  the 
future. 

-  The  amounts  of  total  revenue  ($1.4  trillion)  and  tax  refunds  ($122  billion)  cannot  be 
verified  or  reconciled  to  accounting  records  maintained  for  individual  taxpayers  in  the 
aggregate. 

-  The  amounts  reported  for  various  types  of  taxes  collected  (for  example,  social 
security,  income,  and  excise  taxes)  cannot  be  substantiated. 

-  The  reliability  of  reported  estimates  of  $113  billion  for  valid  accounts  receivable  and 
$46  billion  for  collectible  accounts  receivable  cannot  be  determined. 
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-  A  significant  portion  of  IRS'  reported  $3  billion  in  nonpayroll  operating  expenses 
cannot  be  verified. 

-  The  amounts  IRS  reported  as  appropriations  available  for  expenditure  for  operations 
cannot  be  reconciled  fully  with  Treasury's  central  accounting  records  showing  these 
amounts,  and  hundreds  of  millions  of  dollars  in  differences  have  been  identified. 

To  help  IRS  resolve  these  issues,  we  have  made  59  recommendations  to  improve  IRS' 
financial  management  systems  and  reporting.    IRS  agreed  with  these  recommendations 
and  has  worked  to  implement  them  and  correct  its  financial  management  systems  and 
information  problems.    However,  many  of  the  more  significant  recommendations  have  not 
yet  been  fully  implemented. 

Solving  these  problems  is  essential  to  provide  reliable  financial  information  and  ensure 
taxpayers  that  their  tax  dollars  are  properly  accounted  for  in  accordance  with  federal 
accounting  standards.   The  accuracy  of  IRS'  financial  statements  is  also  key  to  both  IRS 
and  the  Congress  for  (1)  ensuring  adequate  accountability  for  IRS  programs,  (2)  assessing 
the  impact  of  tax  policies,  and  (3)  measuring  IRS'  performance  and  cost  effectiveness  in 
carrying  out  its  numerous  tax  enforcement,  customer  service,  and  collection  activities. 

Further,  IRS'  financial  reporting  problems  affect  the  accuracy  of  financial  reports  and 
effective  operations  of  the  other  government  agencies  for  which  IRS  collects  tax  receipts. 
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such  as  the  Social  Security  Administration  for  the  Social  Security  Trust  Fund  and  the 
Department  of  Labor  for  the  Unemployment  Trust  Fund.    Beginning  in  fiscal  year  1998, 
federal  accounting  standards  will  require  IRS  to  disclose  the  reasons  for  any  continuing 
noncompliance  with  the  laws  relating  to  the  disposition  of  tax  revenue  to  trust  funds  and 
the  amount  of  over-  or  underfunding,  if  reasonably  estimable.    Unless  corrected,  IRS' 
financial  management  problems  will  also  affect  the  reliability  of  the  consolidated 
executive  branch  financial  statements  the  Department  of  the  Treasury  is  required  to 
prepare  beginning  in  fiscal  year  1997. 

The  remainder  of  this  testimony  addresses  IRS'  underlying,  basic  financial  management 
problems  and  what  needs  to  be  done  to  correct  them. 
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INFORMATION  UNAVAILABLE  TO 
SUBSTANTIATE  REVENUE 

Our  financial  audits  have  found  that  IRS'  financial  statement  amounts  for  revenue,  in  total 
and  by  type  of  tax,  were  not  derived  from  its  revenue  general  ledger  accounting  system  or 
its  master  files  of  detailed  individual  taxpayer  records.   The  revenue  accounting  system 
does  not  contain  detailed  information  by  type  of  tax,  such  as  individual  income  tax  or 
corporate  tax,  and  the  master  file  cannot  summarize  the  taxpayer  information  needed  to 
support  the  amounts  identified  in  the  system.   As  a  result,  IRS  relied  without  much 
success  on  alternative  sources,  such  as  Treasury  schedules,  to  obtain  the  summary  total 
by  type  of  tax  needed  for  its  financial  statement  presentation. 

To  substantiate  the  Treasury  figures,  our  audits  attempted  to  reconcile  IRS'  master  files- 
the  only  detailed  records  available  of  tax  revenue  collected-with  Treasury  records.    For 
fiscal  year  1994,  for  example,  we  found  that  IRS'  reported  total  of  $1.3  trillion  for  revenue 
collections  taken  from  Treasury  schedules  was  $10.4  billion  more  than  what  was  recorded 
in  IRS'  master  files.    Because  IRS  was  unable  to  satisfactorily  explain,  and  we  could  not 
determine  the  reasons  for  this  difference,  the  full  magnitude  of  the  discrepancy  remains 
uncertain. 

In  addition  to  the  difference  in  total  revenues  collected,  we  also  found  large  discrepancies 
between  information  in  IRS'  master  files  and  the  Treasury  data  used  for  the  vaiious  types 
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of  taxes  reported  in  IRS'  financial  statements.    For  fiscal  year  1994,  for  example,  some  of 
the  larger  reported  amounts  in  IRS'  financial  statement  for  which  IRS  had  insufficient 
support  were  $615  billion  in  individual  taxes  collected-this  amount  was  $10.8  billion  more 
th£in  what  was  recorded  in  IRS'  master  files;  $433  billion  in  social  insurance  taxes 
collected-this  amount  was  $5  billion  less  than  what  was  recorded  in  IRS'  master  files;  and 
$148  billion  in  corporate  income  taxes-this  amount  was  $6.6  billion  more  than  what  was 
recorded  in  IRS'  master  files.   Thus,  IRS  did  not  know  and  we  could  not  determine  if  the 
reported  amounts  were  correct.   These  discrepancies  also  further  reduce  our  confidence 
in  the  accuracy  of  the  amount  of  total  revenues  collected. 

Contributing  to  these  discrepancies  is  a  fundamental  problem  in  the  way  taxes  are 
collected.    IRS'  tax  receipt,  return,  and  refund  processes  are  highlighted  in  figure  1. 
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Figure  1:    Federal  Tax  Deposit  and  Filing  Processes 
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About  80  percent,  or  about  $1.1  trillion,  of  total  tax  payments  are  made  by  businesses  cind 
typically  include  (1)  taxes  withheld  from  employees'  checks  for  income  taxes,  (2)  Federal 
Insurance  Compensation  Act  (FICA)  collections,  and  (3)  the  employer's  matching  share  of 
FICA.    IRS  requires  business  taxpayers  to  make  tax  payments  using  federal  tax  deposit 
coupons,  shown  in  figure  2. 

Figure  2:    Sample  Federal  Tax  Deposit  Coupon 
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The  payment  coupons  identify  the  type  of  tax  return  to  which  they  relate,  such  as  a  Form 
941,  Quarterly  Wage  and  Tax  Return,  but  do  not  specifically  identify  either  the  type  of 
taxes  being  paid  or  the  individuals  whose  tax  withholdings  are  being  paid.    For  example, 
the  payment  coupon  in  figure  2  reports  that  the  deposit  relates  to  a  Form  941  return, 
which  can  cover  payments  for  employees'  tax  withholding,  RCA  taxes,  and  employers' 
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FICA  taxes.    Since  only  the  total  dollars  being  deposited  are  indicated  on  the  form,  IRS 
knows  that  the  entire  amount  relates  to  a  Form  941  return  but  does  not  know  how  much 
of  the  deposit  relates  to  the  different  kinds  of  taxes  covered  by  that  type  of  return. 

Consequently,  at  the  time  tax  payments  are  made,  IRS  is  not  provided  information  on  the 
ultimate  recipient  of  the  taxes  collected.    Furthermore,  the  type  of  tjix  being  collected  is 
not  distinguished  early  in  the  collection  stream.   This  creates  a  massive  reconciliation 
process  involving  billions  of  transactions  and  subsequent  tax  return  filings. 

For  example,  when  an  individual  files  a  tax  return,  IRS  initially  accepts  amounts  reported 
as  a  legitimate  record  of  a  taxpayer's  income  and  taxes  withheld.    For  IRS'  purposes, 
these  amounts  represent  taxes  paid  because  they  cannot  be  readily  verified  to  the  taxes 
reported  by  an  individual's  employer  as  having  been  paid.   At  the  end  of  each  year,  IRS 
receives  information  on  individual  taxpayers'  earnings  from  the  Social  Security 
Administration.    IRS  compares  the  information  from  the  Social  Security  Administration  to 
the  amounts  reported  by  taxpayers  with  their  tax  returns.    However,  this  matching 
process  can  take  2-1/2  years  or  more  to  complete,  making  IRS'  efforts  to  identify 
noncompliant  taxpayers  extremely  slow  and  significantly  hindering  IRS'  ability  to  collect 
amounts  subsequently  identified  as  owed  from  false  or  incorrectly  reported  amounts. 

Consistent  with  this  process,  IRS'  system  is  designed  to  identify  only  total  receipts  by 
type  of  return  and  not  the  entity  which  is  to  receive  the  funds  collected,  such  as  the 


9 


250 


General  Fund  at  Treasury  for  employee  income  tax  withholdings  or  the  Social  Security 
Trust  Fund  for  FICA.    Ideally,  the  system  should  contain  summarized  information  on 
detailed  taxpayer  accounts,  and  such  amounts  should  be  readily  and  routinely  reconciled 
to  the  detailed  taxpayer  records  in  IRS'  master  files. 

Also,  IRS  has  not  yet  established  an  adequate  procedure  to  reconcile  the  revenue  data 
that  the  system  does  capture  with  data  recorded  and  reported  by  Treasury.    Further, 
documentation  describing  what  IRS'  financial  management  system  is  programmed  to  do  is 
neither  comprehensive  nor  up-to-date,  which  means  that  IRS  does  not  have  a  complete 
picture  of  the  financial  system's  operations-a  prerequisite  to  fixing  the  problems. 

Beginning  with  our  audit  of  IRS'  fiscal  year  1992  financial  statements,  we  have  made 
recommendations  to  correct  weaknesses  involving  IRS'  revenue  accounting  system  and 
processes.    They  include: 

-  addressing  limitations  in  the  information  submitted  to  IRS  with  tax  payments  by 
requiring  that  pajonents  identify  the  type  of  taxes  being  collected; 

-  implementing  procedures  to  complete  reconciliations  of  revenue  and  refund  amounts 
with  amounts  reported  by  Treasury;  and 
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-     documenting  IRS'  financial  management  system  to  identify  and  correct  the  limitations 
and  weaknesses  that  hamper  its  ability  to  substantiate  the  revenue  and  refund 
amounts  reported  on  its  financial  statements.    With  a  contractor's  assistance,  an  IRS 
task  force  attempted  to  document  IRS'  financial  management  system  transaction 
flows.    Because  the  contractor  is  not  expected  to  complete  this  work  until  July  1996, 
it  was  not  done  in  time  to  be  useful  in  our  fiscal  year  1995  audit. 

Federal  accounting  standards  provide  new  criteria  for  determining  revenue,  effective  for 
fiscal  year  1998    This  will  require  IRS  to  account  for  the  source  and  disposition  of  all 
taxes  in  a  manner  that  enables  accurate  reporting  of  cash  collections  and  accounts 
receivable  and  appropriate  transfers  of  revenue  to  the  various  trust  funds  and  the  general 
fund.   To  achieve  this,  IRS'  accounting  system  will  need  to  capture  the  flow  of  all 
revenue-related  transactions  from  assessment  to  ultimate  collection  and  disposition. 
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ACCOUNTS  RECEWABLE  COULD  NOT  BE  VERinED 

We  could  not  verify  the  validity  of  either  the  $113  billion  of  accounts  receivable  or  the 
$46  bilhon  of  collectible  accounts  receivables  that  IRS  reported  on  its  fiscal  year  1995 
financial  statements.   Consequently,  these  financial  statements  cannot  be  rehed  on  to 
accurately  disclose  the  amount  of  taxes  owed  to  the  government  or  the  portion  of  that 
amount  which  is  collectible.   This  is  not  a  new  problem,  as  we  first  identified  IRS' 
accounts  receivable  accounting  and  reporting  problems  in  fiscal  year  1992  and  again  in 
each  subsequent  fiscal  year's  financial  audit. 

In  our  audit  of  IRS'  fiscal  year  1992  financial  statements,  after  performing  a  detailed 
analysis  of  IRS'  receivables  as  of  June  30,  1991,  we  estimated  that  only  $65  billion  of 
about  $105  billion  in  gross  reported  receivables  that  we  reviewed  was  valid  and  that  only 
$19  billion  of  the  valid  receivables  was  collectible.   At  the  time,  IRS  had  reported  that  $66 
billion  of  the  $105  billion  was  collectible. 

Subsequently,  we  helped  IRS  develop  a  statistical  sampling  method  that,  if  properly 
applied,  would  allow  it  to  reliably  estimate  and  report  valid  and  collectible  accounts 
receivable  on  its  financial  statements.    We  evaluated  and  tested  IRS'  use  of  the  method  as 
part  of  our  succeeding  financial  audits  and  found  that  IRS  made  errors  in  carrying  out  the 
statistical  sampling  procedures,  which  rendered  the  sampling  results  unreliable.   This 
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year,  for  the  first  time,  IRS  tried,  also  without  success,  to  specifically  identiiy  its  accounts 
receivable. 

Reliable  financial  information  on  these  amounts  is  important  to  IRS  and  the  Congress  for 

-  assessing  the  results  of  enforcement  and  collection  efforts,  measuring  performance  in 
meeting  IRS'  mission  and  objectives,  and  allocating  resources  and  staffing; 

-  reviewing  the  collectibility  of  accounts,  determining  trends  in  accounts  receivable 
balances,  and  deliberating  on  the  potential  for  increased  collections  and  related 
budgetary  needs;  and 

assessing  the  effect  of  potential  collections  of  accounts  receivables  in  reducing  the 
deficit. 

The  importance  of  having  credible  financial  information  for  these  purposes  is  underscored 
by  the  magnitude  of  IRS'  inventory  of  uncollected  assessments  and  by  IRS'  problems  in 
collecting  tax  receivables,  which  we  have  monitored  since  1990  as  part  of  our  high-risk 
program. ' 


'Internal  Revenue  Service  Receivables  (GAO/HR-95-6,  February  1995). 
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Much  of  IRS'  Uncollected 
Assessments  Is  Uncollectible 

IRS'  reported  inventory  of  uncollected  assessments,  which  at  September  30,  1995,  was 
$200  billion,  is  composed  of  both  compliance  assessments,  which  are  not  yet  but  may 
become  accounts  receivable,  and  financial  receivables,  which  are  valid  accounts 
receivable. 

In  the  case  of  compliance  assessments,  IRS  records  an  assessment  to  a  taxpayer's 
account,  but  neither  the  taxpayer  nor  a  court  has  agreed  that  the  assessment  is 
appropriate.   Normally,  IRS  makes  these  assessments  to  encourage  compliance  with  the 
tax  laws.    For  example,  when  a  taxpayer  is  identified  by  an  IRS  matching  program  as 
being  delinquent  in  filing  a  return,  IRS  creates  an  assessment  using  the  single  filing  status 
and  standard  deduction.   This  action  is  to  encourage  the  taxpayer  to  file  a  tax  return  in 
the  right  amount.   The  taxpayer  has  an  opportunity  to  refute  an  estimated  assessment, 
and  often  does,  because  the  amount  may  be  overstated  or  may  not  apply. 

On  the  other  hand,  financial  receivables  arise  when  taxpayers  agree  to  assessments  or  a 
court  determines  that  an  amount  is  owed.   These  receivables  may  also  include  cases  in 
which  IRS  and  a  taxpayer  agree,  or  a  court  determines,  that  the  amount  of  a  compliance 
assessment  is  due.    Financial  receivables  can  include  other  situations  as  well,  such  as 
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when  taxpayers  file  returns  but  do  not  pay  the  full  amounts  due  or  they  are  making 
payments  against  amounts  due. 

Figure  3  shows  IRS"  reported  inventory  of  uncollected  assessments  for  June  30,  1991,  and 
each  fiscal  year  from  1992  through  1995. 

Figure  3:    IRS'  Inventory  of  Uncollected  Assp«^smpnt«; 
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According  to  IRS  records,  $96  billion,  or  48  percent,  of  its  inventory  of  uncollected 
assessments  as  of  September  30,  1995,  is  uncollectible.    Figure  4  shows  this  and  the 
amounts  IRS  reports  as  related  to  the  collection  actions  being  taken  on  other  uncollected 
assessments. 


Figure  4:    Status  of  IRS'  Inventory  of  Uncollected  Assessments 
as  of  September  30.  1995  (Dollar  amount  in  billions) 
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Source:  IRS  inventory  of  uncoliocted  assessments  as  of  September  30,  199S. 
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Also,  IRS  records  show  that  about  $116.4  billion,  or  more  than  59  percent,  of  its  inventory 
of  uncollected  assessments  as  of  September  30,  1995,  is  more  than  6  tax  years  old.  Figure 
5  shows  the  age  of  IRS'  inventory  of  uncollected  assessments. 


Figure  5:    IRS'  Inventory  of  Uncollected  .Assessments  by  Tax 
Year  as  of  September  30.  1995 


OolKr  AmoufM  in  Billions 


Source:  IRS  invenlofy  of  unco<l«ct«<]  assessments  as  of  September  30.  1995. 

Note:  The  total  of  tNs  chtan  is  S196  billion.  The  differer>ce  between  this  amount  and  the  total 
uncolecled  assessments  of  S200  biCon  represents  estate  tax  accounts  and  other  tax  acco(«ns  whch 
are  not  tracked  by  tax  petioda. 


In  addition,  IRS  cites  several  reasons,  or  categories,  such  as  the  inability  of  taxpayers  to 
pay  amounts  owed,  for  uncollected  assessments  being  in  an  inactive  status,  which  means 
that  IRS  is  not  currently  working  to  collect  them.   Figure  6  shows  the  amounts  IRS 
reports  in  each  of  these  categories  as  of  September  30,  1995. 
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Figure  6:    IRS'  Inventory  of  Inactive  Uncollected  Assessments 
as  of  September  30.  1995  (Dollar  amount  in  billions) 
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f^a:  Of  IRS'  S200  tMllion  inventory  of  uncotlected  assessments,  a  total  of  S1 10  billion  was  inactive  at 
September  30.  1995. 
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Accounts  Receivable  Accounting 
Problems  and  Solutions 

IRS'  accounting  and  reporting  for  accounts  receivable  is  hampered  by  the  limitations  of 
its  financial  management  system.   IRS'  system  is  not  designed  to  specifically  identify  and 
separately  track  from  detailed  taxpayer  records  those  owing  taxes  reportable  as  accounts 
receivable. 

This  year,  to  mitigate  this  system's  limitation,  IRS  reported  accounts  receivable  by  using 
the  uncollected  assessment  information  from  its  computer  system's  master  files,  which 
were  automatically  sorted  into  either  compliance  assessments  or  financial  receivables.   In 
this  way,  IRS  planned  to  identify  the  amount  specifically  related  to  financial  receivables 
and  report  it  as  valid  accounts  receivable  as  of  September  30,  1995. 

However,  when  we  tested  a  sample  of  the  automated  sorting  results,  we  found  cases  in 
which  the  financial  management  system's  data  were  incorrect,  and  thus,  did  not  properly 
segregate  compliance  assessments  from  financial  receivables.    We  identified  instances  in 
which  compliance  assessments  were  classified  as  financial  receivables,  and  thus, 
incorrectly  included  as  accounts  receivable;  and  other  cases  in  which  financial  receivables 
were  classified  as  compliance  assessments,  and  thus,  improperly  excluded  from  accounts 
receivable.    Based  on  the  testing  results,  we  concluded  that  the  process  IRS  used  in  1995 
was  unreliable  for  projecting  the  total  inventory  of  outstanding  assessments. 
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Consequently,  the  accounts  receivable  reported  on  the  fiscal  year  1995  financial 
statements  could  not  be  relied  on. 

Improving  IRS'  accounts  receivable  reporting  in  the  short  term  would  require  IRS  to 

-  analyze  its  inventory  of  uncollected  assessments  to  determine  ways  to  resolve  issues 
concerning  the  financial  management  system's  underlying  data  limitations; 

-  reliably  determine  the  estimated  amount  of  accounts  receivable  that  is  collectible;  and 

-  review  and  update  current  policies  and  procedures  for  maintaining  documentation 
supporting  accounts  receivable,  and  where  necessary,  train  employees  to  properly 
record  detailed  taxpayer  transactions. 

By  fiscal  year  1998,  federal  accounting  standards  will  require  IRS  to  design  its  financial 
management  system  to  analyze  all  outstanding  amounts  to  properly  identify  and  report 
valid  accounts  receivable  and  the  amount  expected  to  be  collected.   As  required  by 
federal  accounting  standards,  the  system  should  track  all  activity  affecting  IRS'  accounts 
receivable  balance,  including  collections  as  a  result  of  enforcement  efforts,  tax 
abatements,  and  aging  of  receivables.   Federal  accounting  standards  also  require  IRS  to 
provide  dollar  information  about  its  compliance  assessments  and  encourage  IRS  to  record 
as  revenue  an  estimate  of  the  recoverable  amount  of  such  assessments. 
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ACCOUNTING  FOR  ADMINISTRATIVE 
OPERATIONS  HAS  IMPROVED  BUT 
PROBLEMS  REMAIN 

Each  year,  IRS  incurs  billions  of  dollars  in  operating  expenses  to  (1)  process  tax  returns 
and  provide  taxpayer  assistance,  (2)  enforce  tax  laws,  (3)  develop  and  maintain 
information  systems,  and  (4)  provide  administration  and  management.   IRS'  reported 
operating  costs  for  each  fiscal  year  from  1992  through  1995  are  shown  in  figure  7. 
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Figure  7:    IRS'  Reported  Operating  Costs  for  Fiscal  Years  1992 
Through  1995  (Dollars  in  billions) 
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For  fiscal  year  1995,  IRS  reported  $8.1  billion  in  operating  costs,  including  $5.3  billion  for 
payroll  and  other  personnel  costs  and  $2.8  billion  for  the  cost  of  goods  and  services,  such 
as  rent,  printing,  and  acquiring  and  maintaining  automatic  data  processing  equipment. 
Figure  8  shows  the  percentages  of  IRS'  total  fiscal  year  1995  operating  costs  that  were 
reported  to  be  incurred  for  payroll  and  nonpayroU  costs. 
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Figured:    IRS'  Reoortpd  Payroll  and  NnnnavroU  Costs  for 
Fiscal  Year  1995 


NonpayroH 


Payroll 


Our  first  financial  audit  identified  serious  problems  in  accounting  for  and  reporting  on  IRS 
administrative  operations,  which  resulted  in  IRS  making  improvements  in  these  areas.   In 
fiscal  year  1993,  IRS  implemented  a  new  system  to  account  for  its  administrative 
operations,  which  should  correct  some  of  the  problems  in  accounting  for  administrative 
operations  our  financial  audits  have  identified  and  reported.   In  addition,  IRS  now  uses 
the  payroll  services  provided  by  the  Department  of  Agriculture's  National  Finance  Center. 
However,  IRS  continues  to  have  significant  problems  accounting  for  certain  administrative 
operations  and  these  problems  must  be  resolved  before  we  will  be  able  to  render  an 
opinion  on  IRS'  annual  financial  statements. 
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Receipt  of  Goods  and  Services 

IRS  did  not  have  support  for  when  and  if  certain  goods  or  services  were  received  and,  in 
other  instances,  did  not  have  support  for  reported  expense  amounts.    For  example,  IRS 
accepts  Government  Printing  Office  bills  as  being  accurate  and  records  an  expense  in  its 
financial  records  without  first  verifying  that  the  printing  goods  and  services  being  billed 
were  actually  delivered  and  accepted. 

Also,  in  instances  where  IRS  could  provide  information  showing  proper  receipt  and 
acceptance  of  goods  and  services,  expenses  were  often  recorded  in  the  wrong  fiscal  year. 
This  problem  occurs  because  (1)  IRS  offices  that  receive  and  accept  goods  and  services 
do  not  always  forward  to  IRS  accounting  offices  evidence  supporting  these  actions  and 
(2)  IRS  accounting  offices  used  inconsistent,  and  in  some  cases  incorrect,  policies  and 
procedures  for  recording  expenses. 

These  problems: 

-  leave  IRS  vulnerable  to  making  inappropriate  payments  without  detection, 

-  undermine  the  reliability  of  the  administrative  costs  IRS  reports  on  its  annual 
financial  statements. 
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-  impede  IRS'  ability  to  provide  useful  and  consistent  cost  and  performance  information 
to  manage  its  operations,  and 

-  diminish  assurance  that  budgetary  resources  are  effectively  used  as  intended  by  IRS 
management  and  the  Congress. 

Fund  Balance  Reconciliation  Issues 

Also,  we  could  not  verify  the  accuracy  of  IRS'  Fund  Balance  with  Treasury  accounts  that 
are  related  to  IRS'  administrative  appropriations.   The  Fund  Balance  accounts  are  used  to 
record  cash  receipts  and  cash  disbursements  for  these  appropriations.   These  accounts 
are  much  like  checking  accounts  with  a  bank,  and  their  balances  represent  the  amount  of 
administrative  appropriations  available  to  IRS  for  expenditure.   Accordingly,  like  bank 
checking  accounts,  each  month,  these  accounts  must  be  reconciled  with  the  bank's 
records,  and  any  differences  reported  to  the  bank.   In  this  case,  the  banker  is  Treasury 
and  the  differences  eu-e  great. 

These  accounts  have  been  unreconciled  in  each  of  the  years  we  have  audited  IRS' 
flnancial  statements.   The  net  reconciling  differences  are  in  the  millions  of  dollars  and 
made  up  of  gross  differences  in  the  hundreds  of  millions  of  dollars.   For  example,  we 
reported  last  year  that  IRS  was  researching  $13  million  in  net  differences  that  consisted  of 


25 


266 

$661  million  of  increases  and  $674  million  of  decreases.   These  figures  do  not  represent 
all  of  the  differences  that  existed  at  that  time. 

Until  a  reconciliation  is  completed,  IRS  does  not  know,  and  we  could  not  determine, 

-  that  the  Fund  Bidance  accounts  for  administrative  operations  reported  on  IRS' 
fmancial  statements  are  accurate  and  reliable, 

-  whether  improper  payments  may  have  occurred,  and 

-  the  fmancial  statement  impact  or  what  other  problems  may  become  evident  if  these 
accounts  were  properly  reconciled. 

In  fiscal  year  1995,  IRS  hired  a  contractor  to  provide  information  on  the  differences 
between  IRS  and  Treasury  records  through  fiscal  year  1995  and  established  a  task  force 
to  resolve  the  differences  the  contractor  identified.    IRS  found  that  documentation  was  no 
longer  available  to  resolve  prefiscal  year  1993  differences,  which  resulted  in  $10  million  of 
net  positive  cash  reconciling  differences  being  written  off    IRS  has  not  yet  completed  the 
research  necessary  to  resolve  fiscal  year  1993,  1994,  and  1995  differences. 

In  addition  to  completing  this  research,  IRS  must  ensure  that  effective  processes  and 
procedures  are  in  place  to  routinely  reconcile  its  Fund  Balance  with  Treasury  accounts. 
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In  this  regard,  IRS  has  created  a  unit  to  manage  the  reconciliation  of  these  accounts  on 
an  ongoing  basis. 


More  so  than  most  federal  entities,  IRS  directly  and  regularly  interfaces  with  the 
American  people  and  significantly  contributes  to  their  perception  of  the  federal 
government.   Thus,  it  is  crucial  that  IRS'  records  be  maintained  with  the  highest  level  of 
integrity  in  accounting  for  the  monies  provided  by  the  American  people  to  help  fund  the 
operations  of  their  national  government.   We  are  committed  to  continuing  to  provide 
advice  to  IRS  to  advance  these  goals. 

Mr.  Chairman,  this  concludes  my  statement.   I  will  be  glad  to  answer  any  questions  that 
you  or  the  other  Members  of  the  Committee  may  have  at  this  time. 


(901704) 
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STATEMENT  OF 

ANTHONY  MUSICK 

CHIEF  RNANCIAL  OFRCER  OF  THE  INTERNAL  REVENUE  SERVICE 

BEFORE  THE 
SENATE  COMMITTEE  ON  GOVERNMENTAL  AFFAIRS 

JUNE  6, 1996 


Mr.  Chairman  and  Distinguished  Members  of  the  Committee:  Good  moming. 
I  am  pleased  to  be  here  today  to  discuss  the  audits  of  IRS's  financial  statements  for  the 
last  four  fiscal  years  and  the  progress  we  have  made  in  improving  financial 
management  throughout  the  Service  as  a  result  of  the  audit  process. 

I  began  working  for  the  Internal  Revenue  Service  in  1991  and  was  selected  as 
Chief  Financial  Officer  three  months  ago.  However,  as  a  certified  public  accountant 
and  with  a  background  as  an  auditor  with  a  public  accounting  firm,  the  Environmental 
Protection  Agency,  and  with  the  General  Accounting  Office  (GAO),  I  have  a  good 
perspective  on  the  problems,  and  opportunities,  that  are  presented  by  a  financial  audit 
of  any  Government  agency.  I  have  seen  some  significant  changes  in  financial 
management  at  IRS  -  and  will  discuss  some  of  those  in  a  few  minutes  -•  but  I  also 
recognize  that  there  is  still  much  to  do.  We  have  a  detailed  actk>n  plan  which 
addresses  corrective  actions  and  we  will  continue  our  intensive  efforts  to  ensure  that 
problems  are  connected  and  procedures  are  followed. 
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One  of  Commissioner  Peggy  Richardson's  priorities  -  as  well  as  mine  --  is  to 
continue  our  progress  toward  a  clean  financial  statement  opinion  from  GAO  by 
improving  financial  management  in  the  Service.  She  has  assured  me  that  she  is 
committed  to  providing  the  necessary  resources  to  accomplish  this  and  to  achieve  any 
requisite  changes  within  the  Service. 
Chief  Financial  Officers'  Act  of  1990 

The  IRS,  as  one  of  the  pilot  agencies  under  the  Chief  Financial  Officers'  Act  of 
1990,  has  both  made  progress  and  faced  unexpected  challenges  in  meeting  financial 
audit  requirements.  We  are  using  the  CFO  Act  and  the  financial  statement  audit  as  our 
blueprint  for  financial  management  improvements.  The  process  of  preparing  financial 
statements  and  having  them  audited  imposes  a  critically  important  discipline  on  us  -  a 
discipline  which  can  only  t}enefit  the  taxpayers  of  the  United  States.  It  is  only 
appropriate  that  we  be  held  to  the  same  standards  to  which  we  hold  taxpayers. 
Financial  Statement  Audits 

As  the  government's  primary  revenue  collection  agency,  IRS  has  strong  systems 
and  controls  to  ensure  that  taxpayers'  individual  accounts  are  accurate.  These 
systems  work.  Each  year,  the  GAO  has  verified  that  the  more  than  $1  trillion  we  collect 
has  been  property  deposited  in  the  Treasury.  This  is  no  small  accomplishment  for  an 
organization  that  handles  over  1  billion  information  documents  per  year,  processes 
more  than  200  million  returns,  and  issues  more  than  90  million  refunds.  Any  complex 
system  will  produce  some  errors,  and  ours  does,  but  we  make  great  efforts  to  detect 
and  con-ect  them  promptly. 
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h  is  disturbing  to  hear  that  the  IRS  'has  not  passed  its  finaridal  audit*  But  that 
does  rtot  mean  that  the  money  the  IRS  is  supposed  to  be  collecting  or  spendir>g  has 
simply  disappeared  -  or  somehow  been  misappropriated.  This  has  not  occurred.  The 
Sen^ice  has  two  separate  financial  processes  to  track  funds:  the  administrative  system 
that  harKfles  our  appropriated  funds  and  our  revenue  system  that  tracks  tax  collectwns. 
H  is  important  to  understand  these  two  different  systems  in  order  to  understartd  the 
GAO's  audit  findbigs  and  what  we  are  doing  to  improve  both  systems  to  comply  with  the 
CFOAct. 
RmuNs  Of  FY  1994  AudH 

The  IRS'  first  financial  statement  audit  by  tfte  GAO  was  for  FY  1992.  Since  that 
time,  as  I  mentioned  earlier,  we  have  made  some  significant  improvements.  In  the 
1994  finar)ctal  statement  audit.  GAO  recognized  the  progress  we  had  made  since  1992 
in  nnplementing  a  new  administrative  accounting  system,  in  transferring  our  payroll 
processffig  to  the  Department  of  Agnculture's  Natkxial  Finance  Cmter.  and  in 
improvirig  the  accounting  for  federal  revenues.  They  also  provkjed  us  with  59 
recommendatkNis  for  knprovements  that  are  needed  throughout  our  financial 
maruigement  operatk)ns.  I  will  discuss  our  actkx>  plan  to  address  these 
recommerKlations  later  in  my  testimony.  At  this  time,  I  woukJ  lite  to  stress  tfiat  our  goal 
is  a  clean  financial  statement  au(fit  opink>n  at  the  earliest  possible  time.  I  reaffirm  that 
commitment  today,  but  I  would  also  like  to  higNight  some  of  the  progress  we  have 
made  since  FY  1994  in  addressing  some  of  the  GAO's  concems. 


271 


Accounting  for  the  Appropriated  Funds  that  the  IRS  Spends 

We  are  very  proud  of  the  significant  improvements  we  have  made  in  our 
Administrative  Accounting  System.  Just  five  years  ago,  we  had  eight  separate  systems 
that  were  not  linked  to  each  other.    Now  we  have  a  single  corporate  data  base  for  our 
over  $7  billion  in  appropriated  funds.  In  addition,  in  the  last  two  years  we  have  made 
measurable  improvements.    For  instance: 

♦  We  implemented  our  integrated  financial  system,  transferred  payroll  to  the 
National  Finance  Center,  and  integrated  other  administrative  systems  to  capture 
data  at  the  source  and  transmit  this  data  electronically  to  our  corporate  financial 
database. 

♦  Our  travel  vouchers  have  been  automated  nationwide.  The  traveler  keys  the 
travel  information  into  the  system,  certifies  the  electronic  voucher,  and  sends  it  to 
the  supervisor.  Once  the  supervisor  approves  the  voucher,  the  traveler  will 
receive  payment  in  5  to  7  days.  Over  80%  of  our  travel  vouchers  were 
processed  this  way  in  FY  1995. 

♦  We  implemented  commitment  accounting  procedures,  so  that  we  will  have  timely 
information  about  how  money  is  being  spent  and  so  that  we  can  manage  our 
expenditures  more  carefully. 

♦  We  linked  the  procurement  system  with  the  administrative  accounting  system  to 
enable  obligations  to  be  transferred  electronically. 

We  have  made  progress  in  improving  our  administrative  finance  operations. 
Initially,  the  GAO  was  unable  to  audit  our  administrative  accounting  systems  for 
FY  1992.  In  FY  1993,  our  system  was  auditable,  but  we  were  unable  to  provide 
supporting  documentation  for,  among  other  things,  some  payments  and  adjustments 
made.  For  FY  1994  and  FY  1995,  the  GAO  audit  report  focused  on  just  two 
administrative  accounting  issues  -  failure  to  reconcile  our  accounts  with  Treasury  and 
the  lack  of  receipt  and  acceptance  documentation  for  non-payroll  payments  to  other 
Federal  agencies,  such  as  rent  payments  to  GSA  and  printing  payments  to  GPO.  The 
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overriding  problem  with  both  cash  reconciliation  and  receipt  and  acceptance  relates  to 
interagency  payments.  We  are  currently  doing  a  review  of  the  process  to  determine  the 
issues  that  we  have  to  address  and  identify  those  that  may  be  Government-wide; 
therefore,  the  solution  may  require  the  assistance  of  GSA  and  GPO  as  well  as  other 
Federal  agencies. 

Additionally,  we  are  reconciling  our  cash  balances  to  Treasury's  records  through 
FY  1995  and  will  ensure  these  balances  are  reconciled  on  a  monthly  basis.  However, 
we  have  transactions  in  what  is  called  a  budget  clearing  account  that  we  need  to 
resolve. 
Accounting  for  the  Revenue  that  the  IRS  Collects 

The  Revenue  Accounting  Control  System  (RACS),  which  was  implemented 
during  1984,  was  not  designed  to  provide  the  detailed  information  required  by  the  CFO 
Act  for  financial  statement  presentations.  The  system  was  designed  to  track  cash  and 
trar>sactions  to  be  posted  to  taxpayer  accounts.  Most  of  the  problems  with  the  revenue 
accounting  procedures  that  have  been  raised  by  GAO  concern  summary  data  posted  to 
RACS  that  is  difficult  to  reconcile  on  a  transaction  by  transaction  basis  with  our 
Masterfile  accounts. 

While  we  can  and  do  reconcile  gross  amounts  collected,  we  have  been  unable  to 
give  GAO  auditors  the  information  that  they  would  like  to  have  to  tie  individual 
transactions  to  their  sources.  Because  the  revenue  systems  were  not  designed  to  meet 
the  CFO  Act  financial  reporting  requirements,  our  real  challenge  is  to  alter  our  revenue 
accounting  system  to  provkle  the  necessary  data  to  meet  the  new  standards. 

For  the  1995  fiscal  year  audit,  the  IRS  began,  in  cooperation  with  the  General 
Accountir)g  Office,  the  extensive  analysis  and  documentation  of  all  revenue  transactk)n 
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flows  and  source  documentation.  Detailed  flowcharts  were  prepared  to  document  the 
understanding  gained  of  the  RACS  system  and  supporting  feeder  systems.  Site  visits 
are  being  made  to  all  sen/ice  centers  to  validate  and  further  document  detailed 
transaction  flows.  The  results  of  this  process  provide  a  solid  foundation  for  our 
understanding  of  the  system  and  a  springboard  for  refinement  of  future  program 
extracts. 

In  1995  the  IRS  also  greatly  refined  its  program  extracts  to  generate  detailed 
transaction  data  from  the  mastertile.  These  extracts  provide  the  necessary  detail  to 
support  the  monies  reported  in  the  financial  statements. 

A  further  enhancement  in  1995  was  the  development  of  comprehensive  action 
plans  to  monitor  and  control  the  many  detailed  tasks  necessary  to  accomplish  overall 
audit  objectives.  The  plans  outline  specific  duties,  associated  due  dates  and  names  of 
responsible  professionals  to  accomplish  the  specific  tasks.  Both  senior  management 
and  external  stakeholders  use  these  plans  to  monitor  progress  and  status  of  the  tasks. 

Other  1995  procedures  include,  as  examples,  expanded  analysis  and 
reconciliation  of  Treasury  fund  balances  on  refunds,  deposit  and  clearing  accounts,  and 
seized  property. 

Also,  we  are  installing  a  short-term  system  solution,  the  Interim  Revenue 
Accounting  Control  System  or  IRACS.  By  July  1996,  IRACS  should  be  implemented 
nationwide  so  that  the  network  will  connect  the  database  located  at  our  Detroit 
Computing  Center  with  our  10  service  centers.  The  system  will: 
4         improve  balancing  routines  and  validity  checks; 
♦        provide  additional  information  on-line; 
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♦  retain  three  years  worth  of  data  instead  of  the  one  month  that  we  currently  retain; 
and, 

♦  interact  electronically  with  and  extract  data  from  other  tax  processing  systems. 
For  1996  and  beyond,  the  IRS  continues  to  work  closely  with  the  General 

Accounting  Office  to  develop  financial  statement  support  meeting  all  applicable  audit 
criteria.  GAO  is  currently  reviewing  the  financial  statements  and  related  work  papers, 
and  discussions  are  being  held  with  them  to  identify  and  address  all  issues. 
Gross  Accounts  Receivable  Inventory 

Generally,  accounts  receivable  represent  the  credit  sales  of  a  business.    How  to 
handle  accounts  receivable  is  an  important  question  for  all  businesses.  One  of  the 
most  effective  tools  is  to  investigate  the  credit-worthiness  of  customers  before 
extending  them  credit.  Private  businesses  fomnalize  the  precise  amount  and  terms  of 
debt  repayment  when  the  debt  accrues,  and  they  manage  their  receivables  by  writing 
off  those  accounts  that  are  uncollectible.  Businesses  do  not  continue  to  carry  debt  on 
their  books  when  it  becomes  apparent,  after  attempting  to  collect,  that  it  will  not  be  paid. 

Like  businesses,  the  IRS  has  accounts  receivable.  Unlike  private  businesses, 
however,  our  customers  are  not  purchasing  products  with  their  debt,  and  their  credit- 
worthiness is  not  determined  prior  to  a  transaction.  In  short,  we  do  not  choose  our 
customers. 

Furthermore,  the  law  prescribes  how  long  we  must  keep  accounts  receivable  on 
the  books  -10  years.  Thus,  unlike  private  sector  businesses,  the  IRS'  accounts 
receivable  cannot  be  written  off  even  when  we  know  that  they  are  not  collectible. 

It  is  important  to  understand  what  makes  up  the  total  amount  of  receivables. 
When  taxpayers  either  do  not  file  returns  or  file  inaccurate  returns,  we  make 


275 


assessments  based  on  the  tax  laws  irrespective  of  collection  potential.  We  record 
these  unpaid  assessments  as  accounts  receivable  and  keep  them  on  our  books  for  as 
long  as  they  are  legally  collectible.  While  we  attempt  to  collect  these  debts,  some 
accounts  are  obviously  uncollectible  for  various  reasons  -  for  example,  the  taxpayer 
has  died  or  is  insolvent.  In  other  words,  we  know  at  the  outset  that  some  of  these 
assessments  will  not  be  collected.  But  beyond  unpaid  taxes,  our  gross  accounts 
receivable  also  include  the  ever-increasing  interest  and  penalties  related  to  those 
unpaid  taxes. 

As  early  as  1988,  the  IRS  detemnined  that  accounts  receivable  were  a  growing 
concem,  an  assessment  both  0MB  and  GAO  agreed  with.  Since  1988,  we  have 
continued  to  take  steps  to  improve  the  management  of  the  receivables  inventory,  but 
key  to  that  has  been  our  efforts  to  develop  a  systemic  approach  to  provide  timely, 
accurate  information  about  the  accounts  receivable.  Having  a  reliable  estimate  of 
delinquent  taxes  that  are  truly  collectible  is  essential  in  enabling  us  to  better  manage 
our  collection  efforts. 

The  GAO  and  IRS  have  agreed  to  a  common  definition  of  financial  receivables. 
Starting  with  the  FY  1995  statements,  we  will  classify  amounts  as  financial  receivables 
(the  amounts  that  taxpayers  have  agreed  to  pay  or  courts  have  set),  which  we  believe 
are  collectible,  as  financial  write-offs  (financial  receivables  that  have  subsequently  been 
determined  to  have  no  further  collection  potential),  and  as  compliance  assessments 
(those  amounts  that  taxpayers  have  not  agreed  to  or  on  which  the  courts  have  not 
acted).  These  amounts  will  be  audited  by  GAO. 
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At  the  end  of  FY  1995,  IRS'  gross  accounts  receivable  inventory  totaled 
$200  billion  of  which  28.5%  or  $56.9  billion  reflected  accrued  interest  and  penalties. 
For  collection  purposes,  this  is  divided  between  Active  Accounts  and  Currently  Not 
Collectible  (CNC).  As  stated  above,  for  financial  statement  purposes,  we  have 
developed  a  methodology  that  divides  this  inventory  between  financial  receivables, 
financial  write-offs,  and  compliance  assessments.  Total  financial  receivables  were 
$112.7  billion.' 

For  reporting  purposes,  we  know  that  we  will  not  collect  the  entire  $1 12.7  billion. 
Therefore,  we  apply  an  accounting  term  called  the  allowance  for  doubtful  accounts. 
This  allowance  is  an  estimate  based  on  a  statistical  sampling  of  the  total  financial 
receivables  less  than  $10  million  and  a  review  of  all  large  dollar  assessments  over  $10 
million.  Rates  of  collection  are  then  derived  from  a  review  of  these  cases  and  applied 
to  the  entire  population  of  financial  receivables.    Factors  such  as  death,  bankruptcy, 
personal  hardship,  inability  to  locate  taxpayers,  IRS  or  taxpayer  error,  economic 
conditions,  and  age  of  the  uncollected  accounts  affect  the  collectibility  of  the  financial 
receivables.  Using  this  approach,  the  allowance  was  $66.6  billion  bringing  the  net 
accounts  receivable  amount  to  $46.1  billion.' 

The  IRS  will  continue  to  make  changes  to  the  present  management  information 
system  to  meet  its  financial  reporting  requirements.  This  involves  correcting  some 
deficiencies  in  the  present  systemic  process,  requesting  some  additional  master  file 


'  Not  included  in  this  balance  are  $25.2  oillion  of  financial  receivables  that  we  have 
classified  as  financial  write  offs. 

^e  range  of  IRS'  confidence  interval,  at  a  95  percent  confkJence  level,  Is  that  the 
actual  amount  of  collectible  financial  receivables  as  of  September  30, 1995,  was 
between  $44.5  billion  and  $47.8  bJllk}n. 
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reports,  and  continuing  to  evaluate  and  analyze  the  procedures  and  policies  for  how  the 
data  is  entered  into  our  current  systems.  We  believe  these  steps  will  provide  us  the 
best  means  of  defining  and  reporting  on  our  inventory  in  accordance  with  applicable 
accounting  standards  at  least  in  the  near  terni. 
Corrective  Actions  Under  Way 

As  I  mentioned  in  my  opening  remarks,  I  recognize  that  there  is  still  much  to  do 
and  that  we  have  a  detailed  action  plan  to  guide  our  efforts.  We  have  initiatives  under 
way  on  many  different  fronts  --  from  improving  some  basic  accounting  operations,  to 
blazing  new  trails  in  how  to  account  for  Federal  tax  revenues,  to  further  integrating  the 
financial  management  systems  with  feeder  systems. 

The  action  plan  covers  the  implementation  of  the  59  recommendations  from  the 
GAO  audit  reports  from  FY  1992  through  FY  1994.  It  also  includes  the  detailed  actions 
that  we  took  to  prepare  for  the  FY  1995  audit  and  the  actions  necessary  to  accomplish 
the  FY  1996  audit.  Concerning  our  daily  operations,  we  need  to  follow  our  own 
procedures  better  and  be  concerned  about  document  retention  and  supporting 
justifications,  both  for  administrative  and  revenue  transactions.  In  addition,  we  need  to 
detemnine  how  we  can  account  for  revenue  processing  and  bring  it  into  compliance  with 
federal  accounting  standards.  The  action  plan  covers  in  detail  all  the  issues  relating  to 
administrative  accounting,  accounts  receivable,  revenue  accounting,  and  frozen  credits. 
The  action  plan  represents  the  effort  of  the  CFO  in  cooperation  with  the  other  functions 
to  continuously  strive  for  improved  financial  management  and  ultimately  clean  audit 
opinions  for  future  years. 
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Condiraion 

I  have  tried  to  describe  to  you  and  the  members  of  the  Committee  the  priority 
and  significance  that  we  attach  to  our  financial  management  responsibilities  under  the 
Chief  Finaricial  Officers'  Act  The  audits  are  a  tremerKlous  amount  of  work  -  both  for 
IRS  and  GAO  -  but  they  are  also  a  tremendous  help.   We  are  closer  to  gettir>g  a  clean 
opinion  on  our  financial  statements,  but  we  are  not  tttere  yet    It  is  my  hope  that  the 
IRS  in  the  near  future  will  be  looked  upon  as  an  example  of  how  the  CFO  Act  has 
improved  tf>e  credftriRty  of  government  in  the  eyes  of  tf>e  pubHc. 


Mr.  Chaimrtan,  that  concludes  my  remarks.  I  wouki  be  happy  to  answer  any 
questions. 
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August  22.  1996 


Questions  for  the  Record  to  Mr.  Mustek.  Chief  Financial  Officer.  IRS 
From  Senator  Ted  Stevens.  Chairman.  Government  Affairs  Committee 


1.  The  IRS  written  testimony  for  the  June  6, 1996  hearing  states  that  there  is  a  new  detailed 

action  plan  to  produce  a  valid  financial  statement  What  are  the  key  specific  corrective  actions 
that  are  to  be  accomplished?  Has  IRS  calculated  dollar  values  associated  with  the  personnel, 
computer,  and  other  resources  needed  to  complete  each  action?  Why  should  the  Congress 
believe  that  the  action  IRS  plans  to  undertake  will  work,  when  past  efforts  have  failed? 

Response: 

In  order  to  produce  valid  financial  statement  information  we  are:  flowcharting  and  validating  all 
revenue  transactions  within  the  Service;  reconciling  interim  and  year  end  financial  data  for  the 
preparation  of  auditable  financial  statements;  refining  program  extract  of  financial  data  fi'om  our 
revenue  systems;  monitoring  and  addressing  GAO  recommendations  from  prior  year  audits; 
establishing  time  lines  for  the  preparation  of  financial  statements;  and  initiating  efforts  to  develop  a 
revenue  general  ledger.  In  addition,  in  order  to  ensure  that  corrective  actions  are  accomplished,  senior 
managers  from  both  IRS  and  GAO  are  monitoring  all  actions  leading  toward  auditable  statements. 

Administratively  we  are:  enhancing  our  accounting  system  to  improve  the  management  of  Expired, 
Closed  and  No- Year  funds  and  implementing  an  automated  cash  reconciliation  process;  establishing 
workgroups  to  review  and  issue  revised  procedures/guidelines  for  Service-wide  intergovernmental 
billing  processes;  and  monitoring  and  addressing  GAO  recommendations  from  prior  audits.  In 
addition,  we  have  established  a  Service-wide  internal  controls  oversight  function  in  the  CFO  area  to 
ensure  that  financial  management  policies  and  procedures  are  consistently  followed  throughout  the 
Service  and  to  provide  early  warning  of  potential  audit  issues. 

The  IRS  estimates  that  it  will  cost  in  total  approximately  $6.2  million  dollars  this  year  to  produce 
auditable  financial  statements.  This  total  includes  $3.8  million  dollars  for  custodial  or  revenue  activity 
and  $2.4  million  dollars  for  administrative  activity  and  addresses  both  action  items  and  the  preparation 
of  both  financial  statements.  It  should  be  noted  that  ail  these  actions  are  necessary  in  order  to  produce 
our  statements  and  ensure  that  we  are  in  compliance  with  the  CFO  Act. 

We  are  convinced  that  the  detail  action  plan  will  work.  I  have  emphasized  the  importance  of  the 
necessary  actions  to  my  staff  and  we  will  continue  to  work  closely  with  GAO  to  develop  accurate  and 
auditable  financial  statements.  In  addition,  for  the  FY  1996  audit,  we  will  now  be  providing  GAO  with 
interim  and  fiscal  year  end  financial  data.  This  will  address  the  timing  difficulties  we  experienced  in  the 
past  in  obtaining  financial  data  for  the  audit.  We  believe  that  the  dates  on  the  action  plan  are 
achievable  and  will  provide  us  with  financial  statements  that  can  be  audited.  Also,  I  wish  to  state  that 
we  are  meeting  all  milestone  dates  in  the  action  plan  as  they  become  due. 
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2.  The  GAO  has  stated  that  problems  (such  as  poor  inventory  control  systems,  bad 
management  of  the  TSM  project,  and  bad  record  keeping)  impair  the  validity  of  the  financial 
statement.  What  authority  and  accountability  do  you  have  for  getting  these  problems  fixed? 
Can  you  cite  specific  examples,  in  these  three  problem  areas,  where  top  management  moved 
funding  to  implement  a  recommendation  at  your  request? 

Response: 

As  CFO,  I  promulgate  accounting  standards  for  all  financial  systems  in  the  IRS,  develop  and  maintain 
the  administrative  accounting  system,  and  am  responsible  and  accountable  for  the  preparation  and 
accuracy  of  the  financial  statements.  As  Bureau  Internal  Control  Officer,  I  manage  the  FMFIA 
assurance  process  and  follow  up  with  other  Chiefs  to  ensure  that  material  weaknesses  are  identified 
and  corrected.  In  addition,  I  receive  the  full  support  of  the  Commissioner  and  Deputy  Commissioner 
in  obtaining  the  information  necessary  for  the  financial  statements  and  in  resolving  any  problems  that 
arise  during  the  course  of  the  audits. 

To  guide  our  efforts,  we  developed  a  detailed  action  plan  to  address  the  59  recommendations  from 
the  GAO  audit  reports  and  to  schedule  the  activities  necessary  for  the  FY  1996  audit.  These  actions 
represent  the  effort  of  the  CFO  in  cooperation  with  the  other  functions  to  continuously  strive  for 
improved  financial  management  and  ultimately  clean  audit  opinions  for  future  years.  The  action  plan 
assigns  certain  corrective  actions  to  other  Chiefs,  and  I  follow  up  with  those  Chiefs  on  a  regular  basis 
to  ensure  that  those  corrective  actions  are  completed  on  schedule  and  actually  solve  the  problem(s). 

It  is  important  to  remember  that  prior  to  passage  of  the  CFO  Act,  we  had  no  requirements  to  prepare 
financial  statements,  to  have  financial  audits,  or  to  ensure  that  our  financial  systems  conformed  with 
Generally  Accepted  Accounting  Principles  (GAAP).  When  the  GAO  began  auditing  our  financial 
statements  in  1992,  we  were  not  working  with  systems  designed  to  provide  auditable  data.  Our 
revenue  and  administrative  accounting  systems  were  quite  old  and  were  appropriately  designed  as 
processing  systems.  Since  that  time,  we  have  "fixed"  many  of  the  problems  now  have  a  new 
administrative  accounting  system  that  is  fully  auditable.  We  are  also  working  on  short-term  solutions 
and  long-term  redesigns  that  will  modernize  our  revenue  accounting  system  and  ensure  that  it  is  also 
auditable. 

There  is  an  implied  impairment  in  the  validity  of  the  financial  statement  information  when  the  auditors 
are  unable  to  verify  the  validity  of  certain  key  infonnation.  However,  when  this  happens  there  can  be 
no  conclusions  reached  on  whether  the  information  is  right  or  wrong,  good  or  bad.  In  the  audit  report, 
GAO  noted  that  progress  had  been  made,  but  that  many  of  our  corrective  actions  were  not  completed 
at  the  conclusion  of  the  audit.  They  also  noted  that  we  have  continued  efforts  to  cortect  these 
problems  with  a  goal  of  having  everything  resolved  in  time  for  the  FYI996  financial  statement  audit. 
Our  corrective  actions  are  being  taken  in  close  coordination  with  GAO,  and  they  will  continue  to 
monitor  our  progress  and  advise  us  on  the  results.  This  is  being  accomplished  within  our  existing 
funding  structure—it  has  not  been  necessary  to  move  any  funding. 

3.  With  the  BRS's  need  to  maintain  data  for  up  to  10  years,  has  the  IRS  identified  the 
unfunded  liability  for  fixing  computer  problems  that  may  arise  from  the  year  2000?  For 
example,  how  have  you  made  sure  account  receivable  data  will  not  be  destroyed,  since,  as  you 
mention  in  the  written  testimony  for  the  June  6,  1996  hearing,  the  law  requires  outstanding 
accounts  be  maintained  for  10  years?  Will  the  IRS  fix  such  problems  by  transferring  money  out 
of  collections  or  customer  service  budgets? 

Response: 
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The  IRS  Information  Systems  (IS)  organization  has  an  initial  estimate  for  unfunded  needs  to  fix  the 
problems  arising  fi-om  the  year  2000  change  of  $40-50  million,  based  on  the  corporate  estimate  of  20- 
30  million  lines  of  code  within  the  IS  inventory.  We  are  in  the  process  of  obtaining  a  Delegation  of 
Procurement  Authority  for  that  amount.  We  have  also  started  an  inventory  of  systems  codes  to 
validate  those  numbers  and  plan  to  complete  the  inventory  by  March  1997.  At  that  time,  we  will  have 
a  more  definitive  answer  as  to  how  many  lines  of  code  the  IS  organization  has  in  its  inventory  and  the 
total  cost  to  fix  IS  systems. 

No  data  will  be  destroyed  due  to  the  year  2000  change.  The  current  programs  will  be  modified  to 
incorporate  the  increase  in  data  field  (e.g.,  88  to  1988  and  00  to  2000).  Interface  programs  (firewalls) 
will  be  written  to  provide  access  to  legacy  and  historical  data.  This  allows  continued  access  to  current 
data  and  proper  retrieval  of  all  historical  data. 

In  connection  with  our  1998  budget  submission,  the  Department  of  the  Treasury  will  identify  costs 
related  to  the  year  2000  changes.  Then,  we  will  work  with  0MB  on  how  these  needs  will  be  funded. 
If  additional  fiinds  are  not  made  available,  then  IRS  will  consider  its  reprogramming  options. 

4.  Has  IRS  calculated  any  increase  or  decrease  from  FY  1994  to  FY  1995  in  the  estimated 
collectible  tax  accounts  receivable,  and  what  are  the  reasons  for  any  change? 

Response: 

Amounts  reported  as  tax  receivables,  and  their  estimated  collectible  amounts  for  FY  1994  and  FY  1995 
are  not  comparable.  This  is  due  to  the  statistical  sampling  methodology  we  used  for  fiscal  years  1992, 
1993,  and  1994  as  an  interim  process  to  estimate  the  portion  of  our  inventory  that  represented  tax 
receivables  for  financial  purposes,  and  the  net  realizable  value  or  the  collectible  amount.  While 
estimating  provided  a  clearer  picture  of  how  much  tax  revenue  could  be  realized,  statistical  sampling 
had  limitations  for  purposes  of  explaining  and  reporting  the  diflFerent  types  of  assessments  the  IRS 
makes,  and  any  changes  in  the  collectible  amount  from  year  to  year. 

During  FY  1 995,  the  IRS  and  GAO  agreed  on  a  new  definition  and  systemic  approach  that  segment 
the  total  inventory  into  financial  receivables,  compliance  assessments,  and  financial  write  ofTs.  We 
define  financial  receivables  as  assessments  that  the  IRS  has  made  based  on  information  provided 
directly  from  the  taxpayer,  or  through  subsequent  actions  taken  by  the  IRS  or  the  courts  which  support 
or  validate  the  IRS'  assessment.  The  financial  receivables  are  then  reported  in  our  audited  financial 
statements,  along  with  an  allowance  for  doubtful  accounts  (ADA)  to  determine  their  net  realizable 
value  or  collectible  amount. 

Following  the  FY  1996  audit  this  new  approach  will  enable  the  IRS  to  determine  the  changes  from  year 
to  year  of  these  financial  receivables,  and  therefore  the  estimated  collectible  amounts. 

5.  GAO  stated  in  their  June  6, 1996  testimony  that  they  are  unable  to  audit  the  IRS  Figures 

on  accounts  receivable.  When  will  you  have  the  detailed  records  on  who  owes,  who  has  paid, 
and  how  much?  The  GAO  also  found  that  the  IRS  does  not  have  actual  data  on  the  results  of 
coUection  and  enforcement  efforts,  which  are  the  tallest  portion  ofIRS  expenses.  When  will  you 
have  the  data  on  actual  results  of  coUection  efforts  by  program? 

Response: 

We  believe  we  have  the  detailed  records  in  our  files  to  substantiate  the  accounts  receivable  balances 
we  report  m  our  financial  statements.  The  problem  last  year  was  not  that  we  did  not  have  the  detailed 
records.  The  problem  was  that  the  GAO  did  not  agree  with  how  the  IRS  classified  certain  assessments 
and  the  lack  of  certain  supporting  documentation.  The  figures  we  reported  for  the  first  time  in  FY 
1995  were  based  on  the  new  definition  and  systemic  approach  we  developed  during  FY  1995  with 
GAO  to  segment  the  inventory  into  financial  receivables,  compUance  assessments,  and  financial  write 
offs.  We  have  made  various  changes  to  the  program  we  use  to  do  this  classification,  and  we  have 
shared  these  with  the  GAO. 
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IRS  also  has  actual  data  on  the  results  of  its  enforcement  efforts.  Through  the  Enforcement  Revenue 
Information  System  (ERIS)  database,  IRS  tracks  actual  collected  tax  from  enforcement  efforts  by 
major  enforcement  program.  For  example,  the  system  shows  that  in  FY  1995  IRS  collected  $31.4 
billion  from  its  various  enforcement  activities.  GAO  is  currently  doing  a  review  of  ERIS. 

6.  The  Treasury  IG  identified  problems  in  cost  growth  for  the  Tax  System  Modernization 
effort.  Title  S  of  the  Federal  Acquisition  Streamlining  Act  requires  that  you  validate  cost 
estimates  on  major  acquisition  programs,  such  as  TSM  projects.  Have  you  validated  the  cost 
estimates  for  all  TSM  projects,  including  those  in  the  May  6,  1996,  IRS  Report  to  Congress  on 
TSM?  Are  these  estimates  based  on  factual  data  and  validated  cost  estimating  techniques,  or 
on  speculation  on  what  the  budget  process  will  bear? 

Response: 

We  recently  received  the  implementing  guidelines  for  Title  5  of  the  FAS  A  (0MB  Circular  No.  A-11 : 
Planning,  Budgeting  and  Acquisition  of  Fixed  Assets^  and  will  implement  them  as  quickly  as  possible. 
Concerning  the  validation  of  cost  estimates  for  TSM  projects,  in  September  1 994,  the  Congress 
required  the  IRS  to  develop  a  comprehensive  economic  analysis  to  evaluate  continued  investment  in 
TSM.  In  September  1995,  the  CFO  issued  the  Tax  System,*}  Mfidemiy-ation  Economic  Analysis  Report, 
which  includes  analyses  of  TSM  benefits  in  six  categories;  labor  savings,  labor  cost  avoidance,  non- 
labor  cost  savings,  improved  compliance,  interest  savings,  and  taxpayer  burden  reduction. 

Costs  in  the  Tax  Systems  Modernization  Economic  Analysis  Report  reflect  the  methodology, 
assumptions,  and  range  of  cost  estimates  contained  in  the  Independent  Cost  Analysis  for  the  TSM 
Program  conducted  by  the  Federally  Funded  Research  and  Development  Center  —  Tax  System.s 
Modernization  Institute.  The  Institute's  task  was  to  independently  estimate  and  validate  the  existing 
IRS  cost  estimates  for  TSM  to  (1)  provide  an  independent  cost  analysis  of  the  TSM  Program  in 
response  to  the  Congressional  Appropriations  Conference  Report,  and  (2)  provide  input  to  the  cost 
portion  of  the  economic  analysis  report. 

The  total  cost  estimate  of  TSM  from  FY1990  through  FY2008  in  the  report  is  $20.7  billion  presented 
in  then  year  (inflation  adjusted)  dollars.  The  costs  in  this  report  include  investment  in  business, 
management  and  administration,  and  information  systems  activities.  In  addition,  they  include 
Information  Systems  operations  and  maintenance  for  the  program's  19  year  life.  Consistent  with  an 
independent  cost  analysis,  costs  for  FY  1995  and  FY  1996  reflect  funding  that  the  Tax  Systems 
Modernization  Institute  determined  were  required  to  accomplish  tasks  that  the  projects  stated  were 
planned  for  those  years.  Thus,  the  Independent  Cost  Analysis  funding  levels  may  not  correspond  to 
IRS  budget  figures. 

The  Tax  Systems  Modernization  Economic  Analysis  Report  analyzed  the  overall  investment  in  TSM 
by  focusing  on  benefits,  costs,  and  risk  (including  return  on  investment).  To  analyze  the  investment 
in  individual  projects,  business  cases  are  being  developed  for  selected  TSM  projects,  according  to 
guidelines  developed  by  the  CFO  organization,  which  evaluate  the  benefits  and  costs  of  an  initiative 
against  IRS'  strategic  objectives  The  business  cases  justify  the  anticipated  investment  cost  that  will 
be  required  for  the  essential  components  of  the  TSM  Program  The  IRS'  Investment  Review  Board 
has  completed  their  review  of  the  initial  series  of  business  cases  which  have  been  developed  and  has 
approved  six.  Work  continues  on  completing  the  remaining  business  cases  by  September  1996 
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7.  Under  the  Chief  Financial  Officers  (CFO)  Act,  you  are  responsible  for  evaluating  and 
reporting  to  Congress  on  the  performance  of  IRS  programs.  Have  you  validated  predictions  for 
improvements  in  taxpayer  compliance,  customer  service  and  productivity  from  each  TSM 
project,  as  presented  in  the  May  6, 1996,  BRS  Report  to  Congress  on  TSM?  Have  you  or  your 
predecessor  validated  the  information  contained  in  the  budget  justification  data  regarding  TSM 
submitted  to  Congress  in  support  of  the  FY97  budget  request?  Does  your  office  validate 
funding  reallocations  or  transfers  afTecting  the  availability  or  use  of  funds  appropriated  for  TSM 
projects? 

Response: 

The  IRS  has  taken  a  number  of  steps  to  validate  predictions  and  budget  justification  data  relating  to 
the  Tax  Systems  Modernization  (TSM)  Program.  Based  on  GAO's  Best  Practices  for  Strategic 
Information  Management,  the  IRS  is  implementing  a  complete  process  for  selecting,  controlling  and 
evaluating  the  progress  and  performance  of  all  major  information  systems  projects.  An  integral  part 
of  this  discipline  is  the  Investment  Review  Board  (IRB)  which  is  chaired  by  the  Associate 
Commissioner  for  Modernization  and  which  is  comprised  of  IRS  and  Treasury  officials  including  the 
Chief  Financial  Officer. 

The  IRB  will  ensure  that  all  information  systems  investments  are  subject  to  a  rigorous  analysis  before 
funds  are  expended.  An  integral  part  of  this  process  is  the  development  of  business  cases  according 
to  the  guidelines  developed  by  the  Chief  Financial  Officer  organization,  which  are  used  by  the  IRB  to 
evaluate  the  benefits  and  costs  of  an  initiative  against  IRS'  strategic  objectives.  The  IRS  plans  to  update 
the  business  cases  by  September  1996  to  reflect  the  most  current  cost-benefit  information;  six  business 
cases  have  been  completed  thus  far. 

IRS  is  also  conducting  project  readiness  reviews  with  the  support  of  the  Federally  Funded  Research 
and  Development  Center.  These  reviews  analyze  project  plans,  costs  and  schedules  to  determine 
project  readiness  to  proceed  with  funding.  IRS  initially  focused  on  those  projects  where  decisions  most 
important  to  its  business  are  needed  including  the  Service  Center  Replacement  System  Consolidation, 
Customer  Service/Integrated  Case  Processing,  Corporate  Accounts  Processing  SystemAVorkload 
Management  System,  Automated  Self-Service  Applications,  Electronic  Filing/Commerce  Initiatives 
and  the  Integrated  Collection  System. 

In  addition,  IRS  is  evaluating  the  results  of  its  TSM  Program  investments  through  Investment 
Evaluation  Reviews  which  are  coordinated  by  the  Chief  Financial  Officer  organization.  The  GAO  has 
indicated  that  the  IRS  conducts  investment  reviews  more  frequently  than  most  other  federal  agencies. 
Thus  far,  Investment  Evaluation  Reviews  have  been  completed  for  five  projects  and  two  more  are 
scheduled  for  completion  by  the  end  of  the  fiscal  year.  The  reviews  completed  thus  far  have  shown 
that  the  IRS  has  improved  its  business  in  many  areas,  including  an  increase  in  productivity  of  over  30 
percent  for  Revenue  Officers  who  use  the  Integrated  Collection  System. 

8.  Do  you  believe  the  requirements  of  applicable  procurement  laws  and  regulations  have 
resulted  in  increased  costs  or  delays  in  the  acquisition  of  computer  systems  for  tax 
modernization?  If  so,  which  laws  or  regulations  are  involved?  Please  provide  specific  details 
and  examples  to  support  your  conclusions. 

Response: 
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The  effect  of  procurement  laws  and  regulations  on  the  acquisition  of  information  technology  (IT)  is 
felt  across  the  government,  and  Tax  Systems  Modernization  (TSM)  is  no  exception.  Specific  dollar 
amounts  or  time  fi-ames  cannot  be  provided  without  an  in-depth  study  of  the  effects  of  specific  laws. 
However,  none  of  these  laws  or  regulations  has  impaired  the  IRS's  ability  to  delivery  quality 
procurement  results  for  TSM.  In  fact,  it  is  worth  noting  that  the  National  Academy  of  Science's 
National  Research  Council  last  December  found  that  "...the  IRS,  as  an  organization,  has  strong 
capabilities  in  a  number  of  critical  areas,  such  as  procurement..."  The  Office  of  Federal  Procurement 
Policy  also  regards  the  professional  procurement  operation  in  IRS  as  one  of  the  best  in  government. 
In  spite  of  any  regulatory  restrictions,  IRS  Procurement  has  awarded  58  multimillion  dollar  competitive 
IT  contracts,  with  a  total  value  of  more  than  $5  billion,  without  successful  protest.  All  of  the  major 
TSM  contracts  are  now  in  place. 

The  impact  of  procurement  reform  legislation,  such  as  the  Federal  Acquisition  Reform  Act  and  the 
Information  Technology  Management  Reform  Act,  on  IT  acquisitions  remains  to  be  seen.  The  repeal 
of  the  Brooks  Act  and  the  General  Services  Board  of  Contract  Appeals  protest  forum,  effective  August 

8,  1996,  will  further  streamline  government  acquisition  of  information  technology.  While  more 
flexibility  now  exists,  the  effect  on  costs,  time,  and  government  buying  habits  cannot  yet  be  gauged. 

9.  IRS  stated  in  their  June  6, 1996  testimony  that  it  believed  the  core  issue  for  correcting 
its  receipt  and  acceptance  problems  related  to  properly  accounting  for  transactions  with  other 
agencies.  What  specific  new  systems  or  procedures  has  the  IRS  put  in  place  to  correct  these 
accounting  system  deficiencies  and  were  they  used  in  connection  with  the  CyberFile/NTIS 
procurement?  Are  these  deficiencies  responsible  for  the  difficulty  in  providing  an  audit  trail  for 
the  CyberFUe  procurement? 

Response: 

In  the  FY1994  and  FY1995  audits,  the  GAO  auditors  found  a  lack  of  receipt  and  acceptance 
documentation  for  some  non-payroll  payments  to  other  Federal  agencies,  such  as  rent  payments  to 
GSA  and  printing  payments  to  GPO.  These  are  interagency  payments  driven  by  a  Govemmentwide 
system  whose  guidelines  are  issued  by  the  Treasury  Department.  For  IRS  employees,  operating 
procedures  are  contained  in  our  Internal  Revenue  Manual.  We  are  working  with  GAO  and  other 
agencies  to  resolve  these  interagency  payment  problems  and  should  be  completed  this  year.  At  the 
same  time,  we  need  to  follow  our  own  procedures  better  and  be  concerned  about  document  retention 
and  supporting  justifications. 

Concerning  the  CyberFile/NTIS  procurement,  internal  controls  are  in  place  to  properly  record 
obligations  and  expenses.  First,  a  properly  executed  agreement  preceded  any  amounts  that  were 
expended.  Second,  an  obligation  was  established  before  charges  were  billed.  Third,  certification  of 
receipt  and  acceptance  was  secured  from  the  program  office  which  assured  the  accounting  office  that 
charges  were  appropriately  expended.  To  establish  an  obligation  in  IRS  for  the  CyberFile  interagency 
agreement,  the  following  authorizing  signatures  must  be  obtained:  the  Acquisitions  Management 
OflScer,  the  NTIS  oflScial,  financial  oflScers  of  each  agency,  the  Financial  Plan  Manager  (to  certify  fijnds 
availability),  and  the  IRS  Contracting  Officer.  These  were  all  provided  on  the  executed  agreement. 
In  addition,  other  controls  existed,  such  as  controls  over  funds  availability  via  the  budget,  separation 
of  duties  between  the  accounting  and  program  functions,  and  finally,  automated  system  controls. 
Within  IRS,  there  was  an  adequate  audit  trail  for  the  CyberFile  transactions. 
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10.  The  GAO  indicated  in  their  oral  testimony  that  unless  the  IRS  acts  promptly  and 
decisively,  the  IRS  will  not  meet  requirements  for  an  auditable  Tmancial  statement  in  time  for 
the  1997  government-wide  audit  required  by  the  CFO  Act.  What  specific  actions  does  the  IRS 
need  to  accomplish  to  ensure  that  IRS  financial  management  deficiencies  do  not  invalidate  the 
government-wide  audit  for  1997,  and  what  is  the  specific  schedule  for  completion  of  these 
actions? 

Response: 

Following  the  issuance  of  the  FY  1994  audit  report  by  GAO,  we  prepared  a  detailed  action  plan  (copies 
have  already  been  provided  to  the  Contmittee)  which  covers  the  implementation  of  the  59 
recommendations  from  the  GAO  audit  reports  from  FY  1992  through  FY  1994.  It  also  includes  the 
detailed  actions  that  we  took  to  prepare  for  the  FY  1995  audit  and  the  actions  necessary  to  accomplish 
the  FY  1996  audit.  Concerning  our  daily  operations,  we  need  to  follow  our  own  procedures  better  and 
be  concerned  about  document  retention  and  supporting  justifications,  both  for  administrative  and 
revenue  transactions.  In  addition,  we  need  to  determine  how  we  can  account  for  revenue  processing 
and  bring  it  into  compliance  with  federal  accounting  standards.  The  action  plan  covers  all  the  issues 
relating  to  administrative  accounting,  accounts  receivable,  revenue  accounting,  and  frozen  credits. 
These  action  plans  represent  the  effort  of  the  CFO  in  cooperation  with  the  other  functions  to 
continuously  strive  for  improved  financial  management  and  ultimately  clean  audit  opinions  for  future 
years. 

In  the  FY  1995  audit  report,  GAO  noted  that  progress  had  been  made,  but  that  many  of  our  corrective 
actions  were  not  completed  at  the  conclusion  of  the  audit.  They  also  noted  that  we  have  continued 
efforts  to  correct  these  problems  with  a  goal  of  having  everything  resolved  in  time  for  the  FY  1996 
financial  statement  audit.  Our  corrective  actions  are  being  taken  in  close  coordination  with  GAO,  and 
they  will  continue  to  monitor  our  progress  and  advise  us  on  the  results. 

As  noted  in  the  response  to  Question  1,  we  are  convinced  that  the  detail  action  plan  will  work.  I  have 
emphasized  the  importance  of  the  necessary  actions  to  my  staff  and  we  will  continue  to  work  closely 
with  GAO  to  develop  accurate  and  auditable  financial  statements.  In  addition,  for  the  FY  1996  audit, 
we  will  now  be  providing  GAO  with  interim  and  fiscal  year  end  financial  data.  This  will  address  the 
timing  difficulties  we  experienced  in  the  past  in  obtaining  financial  data  for  the  audit. 

We  believe  that  the  dates  on  the  action  plan  are  achievable  and  will  provide  us  with  financial  statements 
that  can  be  audited.  Also,  I  wish  to  state  that  we  are  meeting  all  milestone  dates  in  the  action  plan  as 
they  become  due. 
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Mr.  Chairman  and  Members  of  the  Committee: 

We  are  pleased  to  be  here  today  to  provide  an  overall  perspective 
on  opportunities  to  improve  the  Internal  Revenue  Service's  (IRS) 
business  operations.   Our  reports  and  recent  testimonies  before 
this  Committee  extensively  describe  the  substantial  problems  IRS 
has  experienced  in  (1)  fulfilling  its  business  vision--reducing 
the  volume  of  paper  returns,  better  serving  customers,  and 
improving  compliance,  (2)  overcoming  management  and  technical 
weaknesses  in  its  tax  systems  modernization  (TSM)  efforts,  and 
(3)  improving  the  reliability  of  its  financial  management  and 
systems  used  to  account  for  hundreds  of  billions  of  dollars  and 
to  measure  IRS'  performance.^ 

Today,  we  will  focus  on  pivotal  actions  that  IRS  should  take  to 
fully  implement  our  recommendations  and  improve  its  management 
practices.   These  steps  include: 

--  limiting  funding  for  TSM  to  critical  priorities; 

--  developing  an  effective  implementation  strategy  for  achieving 
IRS'  business  vision  that  includes  an  agreed  upon  set  of 
performance  measures,  which  is  imperative  to  changing  the  way 
IRS  operates  and  serves  customers; 

--  developing  the  capacity  to  make  sound  investments  in 

information  technology,  which  will  be  heavily  relied  upon  to 
achieve  IRS'  business  strategy  and  measure  performance; 

--  building  the  necessary  technical  foundation  for  TSM 

information  systems  projects,  which  will  provide  the  overall 
blueprints  for  developing  systems,  and  the  disciplined 
processes  needed  for  completing  information  systems  projects 
timely  and  economically,  and  ensuring  that  information  systems 


^Tax  Systems  Modernization:   Management  and  Technical 
Weaknesses  Must  Be  Overcome  To  Achieve  Success  (GAO/T-AIMD-96-75, 

March  26,  1996);  Tax  Systems  Modernization: PrgqrgSS  in 

Achieving  IRS'  Business  Vision  (GAO/T-GGD-96-123 ,  May  9,  1996); 
Letter  to  the  Chairman,  Committee  on  Governmental  Affairs,  U.S. 
Senate,  on  security  weaknesses  at  IRS'  Cyberfile  Data  Center 
{AIMD-96-85R,  May  9,  1996);  Financial  Audit:  Actions  Needed  to 
Improve  IRS  Financial  Management  (GAO/T-AIMD-96-96,  June  6, 
1996);  Tax  Systems  Modernization:  Actions  Underway  But  IRS  Has 
Not  Yet  Corrected  Management  and  Technical  Weaknesses  (GAO/AIMD- 

96-106,  June  7,  1996);  Tax  Systems  Modernization: CvberfJlg 

Pro-iect  Was  Poorly  Planned  and  Managed  (GAO/AIMD-96-140,  August 
26,  1996);  and  Internal  Revenue  Service:   Business  Operations 
Need  Continued  Im.orovement  (GAO/AIMD/GGD-96-152 ,  September  9, 
1996)  . 
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concepts  are  transformed  into  practical  tools  that  perform  as 
intended;  and 

--  addressing  serious  and  persistent  financial  management 
problems,  which  affect  the  credibility  of  financial 
information,  such  as  over  $1  trillion  in  monies  collected  from 
American  taxpayers  and  billions  of  dollars  in  delinquent  taxes 
owed  to  the  government . 

We  also  will  underscore  the  critical  importance  of  follow-through 
by  IRS,  the  Department  of  the  Treasury,  the  Office  of  Management 
and  Budget  (0MB),  and  the  Congress.   Historically,  IRS  has  not 
been  highly  responsive  in  fixing  business  operation  problems  and 
implementing  our  recommendations.   Treasury,  in  particular,  has 
become  more  active  in  oversight  and,  while  that  is  a  positive 
development,  the  department's  continued  focus  on  monitoring  IRS' 
corrective  actions  will  be  a  key  factor  in  ensuring  progress. 
0MB  needs  to  emphasize  its  leadership  and  oversight  roles  in 
resolving  these  matters  as  well. 

The  Congress  has  legislatively  established  management  tools  it 
can  use  to  closely  monitor  IRS'  progress  and  hold  IRS  accountable 
for  improving  its  business  operations.   These  laws  include  the 
Chief  Financial  Officers  Act  of  1990;  the  Government  Performance 
and  Results  Act  of  1993;  the  Paperwork  Reduction  Act  of  1995,  as 
amended;  and  the  Information  Technology  Management  Reform  Act  of 
1996. 

Through  this  legislation,  the  Congress  has  provided  an  excellent 
framework  for  (1)  overseeing  IRS'  efforts  to  improve  its 
management  operations  and  modernize  tax  processing  with  more 
effective  technology  and  (2)  measuring  IRS'  performance  in 
meeting  its  business  vision.   In  addition,  the  National 
Commission  on  Restructuring  IRS,  recently  established  by  the 
Congress,  will  have  a  principal  role  over  the  next  year  in 
conducting  a  broad-based  evaluation  of  IRS'  operations  and 
recommending  changes  to  IRS'  organizational  structure,  management 
practices,  and  operating  procedures. 

IvIMITING  FU^fPINg  FOR  TSM 
TO  QB.l'VlQhh  AREAS 

In  its  May  6,  1996,  status  report  on  TSM  to  the  Senate  and  House 
Appropriations  Committees,  Treasury  candidly  assessed  TSM 
progress  and  future  redirection.   It  described  ongoing  and 
planned  actions  intended  to  respond  to  our  July  1995 
recommendations  to  correct  management  and  technical  weaknesses.^ 


^Tax  Systems  Modernization: Management  and  Technical 

Weaknesses  Must  Be  Corrected  If  Modernization  Is  To  Succeed 
(GAO/AIMD-95-156,  July  26,  1995) . 
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It  concluded  that  despite  some  qualified  success,  IRS  had  not 
made  progress  on  TSM  as  planned  because  systems  development 
efforts  had  taken  longer  than  expected,  cost  more  than  originally 
estimated,  and  delivered  less  functionality  than  originally 
envisioned.   It  further  stated  that  significant  changes  were 
needed  in  IRS'  management  approach  and  that  IRS  did  not  currently 
have  the  capability  to  develop  and  integrate  TSM  without  expanded 
use  of  external  expertise. 

As  detailed  in  our  recent  studies,  IRS  has  initiated  actions  that 
begin  to  implement  the  dozens  of  recommendations  we  have 
previously  made  to  correct  its  management  and  technical  problems. 
However,  as  we  reported  in  June  1996  and  our  Chief  Scientist  for 
Computers  and  Telecommunications  will  discuss  in  her  testimony 
today,  many  of  these  actions  are  still  incomplete  and  do  not 
respond  fully  to  any  of  our  recommendations.^  As  a  result,  IRS 
has  not  made  adequate  progress  in  correcting  its  management  and 
technical  weaknesses.   Consequently,  we  reported  that,  until  IRS' 
weaknesses  are  corrected  and  our  recommendations  are  fully 
implemented,  the  Congress  should  consider  limiting  TSM  spending 
to  only  cost-effective  modernization  efforts  that 

--  support  ongoing  operations  and  maintenance; 

--  correct  IRS'  pervasive  management  and  technical  weaknesses; 

--  are  small,  represent  low  technical  risk,  and  can  be  delivered 
in  a  relatively  short  time  frame;  and 

--  involve  deploying  already  developed  systems  that  have  been 
fully  tested,  are  not  premature  given  the  lack  of  a  completed 
architecture,  and  produce  a  proven,  verifiable  business  value. 

The  Senate  and  House  Appropriations  Committees  are  moving  in  a 
direction  that  is  consistent  with  our  suggestion.   In  debating 
IRS'  appropriations  for  fiscal  year  1997,  these  Committees  have 
proposed,  and  the  House  has  passed,  significant  limitations  on 
TSM  funding  and  restrictions  on  the  use  of  TSM  funds  when  they 
are  ultimately  appropriated  by  the  Congress.   Funding  limitations 
and  restrictions  would  reduce  the  size  of  the  TSM  program  and 
control  project  development  until  IRS  strengthens  its  technical 
and  management  capabilities.   Only  then  will  IRS  be  able  to 
undertake  larger,  more  complex,  and  more  expensive  system 
development  projects. 


^Tax  Systems  Modernization:   Actions  Underway  But  IRS  Has 
Not  Yet  Corrected  Management  and  Technical  Weaknesses  (GAO/AIMD- 

96-106,  June  7,  1996)  and  Tax  Systems  Modernization: AgtJgns 

Underway  But  Management  and  Technical  Weaknesses  Not  Yet 
Corrected  (GAO/T-AIMD-96-165,  September  10,  1996). 
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EFFECTIVE  STRATEGY  TO 
IMPLEMENT  BUSINESS  VISION 
IS  ESSENTIAL 

In  1986,  IRS  initiated  TSM  primarily  to  replace  the  computers 
that  it  was  using  to  process  and  store  the  information  on  tax 
returns.   IRS  planned  to  introduce  the  new  technology  without 
changing  its  existing  organizational  and  operating  structure.   In 
1992,  in  response  to  recommendations  by  GAO  and  others,  IRS  began 
to  analyze  how  it  might  use  new  technology  to  change  its  business 
operations.   As  a  result,  IRS  developed  a  vision  for  2001  that 
called  for  organizational,  technological,  and  operational  changes 
affecting  the  way  it  processes  tax  returns,  provides  customer 
service,  and  ensures  compliance. 

Since  1992,  IRS  has  made  some  progress  in  modernizing  its 
operations,  but  the  differences  between  IRS'  current  operations 
and  those  proposed  in  its  vision  are  great.   Part  of  the  reason 
IRS  has  not  been  more  successful  in  significantly  changing  its 
business  operations  is  that  it  does  not  have  a  well-defined 
business  strategy  for  achieving  its  vision. 

For  example,  one  of  the  most  important  business  changes  was  IRS' 
decision  to  significantly  increase,  by  the  year  2001,  the  number 
of  tcix  returns  received  electronically.   Although  IRS  has 
implemented  some  initiatives  that  have  increased  the  number  of 
electronic  returns  since  1993,  IRS  does  not  have  a  comprehensive 
business  strategy  to  reach  or  exceed  its  electronic  filing  goal. 

We  have  reported  that  IRS'  business  strategy  would  not  msucimize 
electronic  filings  because  it  primarily  targeted  tcucpayers  who 
use  a  third  party  to  prepare  and/or  transmit  simple  returns,  are 
willing  to  pay  a  fee  to  file  their  returns  electronically,  and 
are  expecting  refunds.   Focusing  on  this  limited  taxpaying 
population  overlooked  most  taxpayers,  including  those  who  prepare 
their  own  tcix  returns  using  personal  computers,  have  more 
complicated  returns  and/or  owe  tauc  balances.   Also,  IRS  has  not 
yet  successfully  addressed  one  of  the  major  impediments  to  the 
expansion  of  electronic  filing--its  cost  to  taucpayers. 

Accordingly,  we  recommended  that  IRS  refocus  its  electronic 
filing  business  strategy  to  target,  through  aggressive  marketing 
and  education,  those  sectors  of  the  taxpaying  population  that  can 
file  electronically  most  cost-beneficially.   Also,  in  October 
1995,  we  recommended  that  IRS  identify  those  groups  of  tcUcpayers 
that  offer  the  greatest  opportunity  to  reduce  IRS'  paper 
processing  workload  2uid  operating  costs  if  they  filed 
electronically  and  develop  strategies  that  focus  on  eliminating 
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or  alleviating  impediments  that  inhibit  those  groups  from 
participating  in  the  program." 

To  respond  to  our  recommendations,  to  date,  IRS  has  initiated 
some  actions,  such  as  performing  an  electronic  filing  marketing 
analysis  at  local  levels  and  developing  a  marketing  plan  to 
promote  electronic  filing,  which  could  result  in  future  progress 
toward  increasing  electronic  filing.   IRS  plans  to  complete  an 
electronic  filing  strategy  by  October  31,  1996.   The  development 
of  this  strategy,  which  was  initially  scheduled  for  completion  in 
August  1995,  is  consistent  with  our  recommendation,  and  we  are 
encouraged  that  this  initiative  could  result  in  future  progress 
toward  increasing  electronic  filings.   It  will,  however,  be 
important  for  IRS  to  ensure  that  the  strategy  is  focused  on 
achieving  its  electronic  filing  goals  and  to  develop  and  then 
carry  out  effective  implementation  plans. 

In  addition,  IRS  faces  several  challenges  in  implementing  its 
customer  service  vision.   For  service  to  improve,  taxpayers  must 
be  able  to  reach  IRS  by  telephone  when  they  have  questions  or 
problems,  and  IRS  employees  must  have  easy  access  to  the 
information  needed  to  help  taxpayers.   IRS"  strategy  for 
improving  customer  service  includes  consolidating  work  units, 
changing  work  processes,  and  increasing  the  use  of  information 
systems . 

While  this  strategy  offers  promise,  IRS  must  address  several 
important  challenges.   Specifically,  IRS  has  to 

--  manage  the  transition  to  the  customer  service  vision  while 
continuing  to  answer  taxpayer  inquiries,  manage  taxpayer 
accounts,  and  collect  unpaid  taxes;  and 

--  determine  the  scope  of  responsibilities  for  those  staff 

employed  at  customer  service  centers  and  provide  the  necessary 
training. 

Further,  achieving  customer  service  and  compliance  goals  also 
depends  in  large  measure  on  increasing  the  use  of  information 
systems.   Making  it  easier  for  taxpayers  to  reach  IRS  by 
telephone  is  of  limited  value  if  IRS  employees  on  the  other  end 
of  the  line  do  not  have  access  to  the  data  needed  to  help  the 
taxpayers,  which  has  been  a  long-standing  problem  in  IRS.   Also, 
achieving  IRS'  goal  to  increase  compliance  hinges  on  the  ability 
of  enforcement  staff  to  readily  access  good  data. 

IRS  eventually  intends  to  provide  its  employees  with  access  to 
greater  amounts  of  on-line  taxpayer  data  in  shorter  time  frames 


"Tax  Administration:   Electronic  Filing  Falling  Short  of 
Expectations  (GAO/GGD-96-12 ,  October  31,  1995). 
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than  current  systems  can  provide.   However,  IRS  has  not  fully- 
defined  its  business  requirements  for  those  systems  and  lacks  a 
cost-effective  strategy  for  accessing  taxpayer  data  that  may  be 
needed  for  customer  service  and  compliance.   Also,  IRS  has  not 
yet  identified  all  of  the  data  that  enforcement  staff  need  to  do 
their  job,  which  is  key  in  helping  an  organization  collect  good 
data  and  make  it  readily  accessible  to  employees. 

Finally,  TSM  projects  and  reengineering  efforts  must  be 
integrated.   One  of  the  managerial  weaknesses  discussed  in  our 
July  1995  report  on  TSM  that  has  significant  programmatic 
implications  was  a  lack  of  integration  of  IRS'  reengineering 
efforts  and  TSM  projects.   Specifically,  we  said  that  IRS' 
business  reengineering  efforts  were  not  tied  to  its  TSM  projects 
and  that  IRS  lacked  a  comprehensive  plan  and  schedule  defining 
how  and  when  to  integrate  these  business  reengineering  efforts 
with  ongoing  TSM  projects. 

We  continue  to  question  IRS"  ability  to  make  sound  investment 
decisions  on  TSM  until  the  reengineering  of  important  processes 
is  sufficiently  complete.   Reengineering  could  result  in  new 
business  requirements  that  are  not  addressed  by  planned  TSM 
projects  or  that  make  those  projects  obsolete. 

DEVELOPING  THE  CAPACITY 
TO  MAKE  SOUND  TECHNOLOGY 
INVESTMENTS 

IRS  information  systems  need  to  be  better  managed  as  investments, 
and  strategic  information  management  practices  are  not  yet  fully 
in  place.   To  overcome  this,  cuid  provide  the  Congress  with 
insight  needed  to  assess  IRS'  priorities  and  rationalization  for 
TSM  projects,  we  recommended  that  the  IRS  Commissioner  take 
immediate  action  to  implement  a  complete  process  for  selecting, 
prioritizing,  controlling,  and  evaluating  the  progress  and 
performance  of  all  major  information  systems  investments,  both 
new  and  ongoing.   This  process  should  include  explicit  decision 
criteria,  aind  we  recommended  that,  using  these  criteria,  IRS 
review  all  planned  smd  ongoing  systems  investments. 

IRS  has  taken  positive  steps  that  indicate  a  willingness  to 
address  the  strategic  information  management  problems  we  have 
raised.   For  excunple: 

—  IRS  has  created  the  executive- level  Investment  Review  Board 
for  selecting,  controlling,  and  evaluating  all  of  its 
information  technology  investments. 

--  IRS  has  postponed  planned  software  development  cind  deployment 
of  personal  computers  for  its  Integrated  Case  Processing  (ICP) 
system,  which  is  intended  to  be  a  key  information  system  to 
help  provide  the  capability  to  quickly  obtain  the  data  to 
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answer  taxpayer  questions  and  resolve  problems.   According  to 
the  Associate  Commissioner  for  Modernization,  ICP  efforts  will 
focus  on  establishing  reasonable  requirements  and  initially 
preparing  for  a  smaller  systems  development  effort  that 
represents  low  technical  risk  and  can  be  delivered  in  a 
relatively  short  time  frame  using  outside  contractors. 

--  IRS  is  reevaluating  its  need  for  a  Document  Processing  System 
(DPS) ,  which  it  began  to  develop  in  1988  in  an  effort  to  use 
imaging  and  optical  character  recognition  technologies  to 
process  paper  tax  returns  and  capture  100  percent  of  the  data 
on  those  returns.   In  April  1992,  we  said  that  IRS  had  not 
adequately  assessed  the  cost-benefit  trade-offs  associated 
with  its  strategy  for  receiving  and  capturing  tax  return  data 
using  DPS . ^   IRS  proceeded  with  the  development  of  DPS  without 
this  analysis  and  estimates  that  it  spent  about  $27  0  million 
on  DPS  through  fiscal  year  1995. 

While  IRS  has  recognized  the  need  to  match  the  scope  of  TSM 
projects  with  its  capabilities  and  is  beginning  to  scale  back  its 
TSM  investment  to  projects  it  is  more  capable  of  managing,  IRS" 
investment  process  is  not  yet  complete.   According  to  Treasury, 
it  is  missing  (1)  specific  operating  procedures,  (2)  defined 
reporting  relationships  between  different  management  boards  and 
committees,  and  (3)  updated  business  cases  for  major  TSM 
technology  investments.   Our  own  analysis  shows  serious 
weaknesses,  such  as  inadequate  data,  an  incomplete  portfolio,  and 
the  lack  of  an  effective  investment  evaluation  review  process. 

Because  of  the  sheer  size,  scope,  and  complexity  of  TSM,  it  is 
imperative  that  IRS  institutionalize  a  repeatable  process  for 
selecting,  controlling,  and  evaluating  its  technology 
investments,  and  that  it  make  informed  investment  decisions  based 
on  reliable  qualitative  and  quantitative  assessments  of  costs, 
benefits,  and  risks.   Although  IRS  is  in  the  initial  stages  of 
implementing  parts  of  such  a  process,  a  complete,  fully- 
integrated  process  does  not  yet  exist. 

BUILDING  A  TECHNICAL 
FOUNDATION  FOR  TSM 

Once  investment  decisions  are  made,  the  activities  of 
transforming  these  ideas  into  successfully  developed  and  operated 
systems  requires  following  good  business  practices.   IRS'  serious 
technical  weaknesses  continue  to  impede  successful  systems 
modernization.   We  have  reported  the  following. 


^Tax  Systems  Modernization:   Input  Processing  Strategy  is 
Risky  and  Lacks  a  Sound  Analytical  Basis  (GAO/T-IMTEC-92-15 , 
April  29,  1992) . 
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--  IRS'  software  development  activities  are  inconsistent  and 
poorly  controlled.   Unless  IRS  improves  its  software 
development  capability,  it  is  unlikely  to  build  TSM  timely  or 
economically,  and  systems  are  unlikely  to  perform  as  intended. 
IRS  has  begun  to  improve  its  software  development  capability, 
but  IRS'  actions  are  not  yet  complete  or  institutionalized, 
and,  as  a  result,  systems  are  still  being  developed  without 
the  disciplined  practices  and  metrics  needed  to  give 
management  assurance  that  they  will  perform  as  intended. 

--  IRS'  systems  architectures,*  integration  planning,  and  system 
testing  and  test  planning  are  incomplete.   IRS  said  that  it 
was  identifying  the  necessary  actions  to  define  and  enforce 
systems  development  standards  and  architectures  agencywide. 
Although  IRS  has  taken  actions  to  prepare  a  systems 
architecture  and  improve  its  integration  and  system  testing 
and  test  planning,  these  efforts  are  not  yet  complete  or 
institutionalized.   As  a  result,  TSM  systems  continue  to  be 
developed  without  the  detailed  architectures  and   discipline 
needed  to  ensure  success . 

--  IRS  has  not  yet  established  an  effective  orgauiizational 
structure  to  consistently  manage  and  control  systems 
modernization  orgamizationwide .   IRS  has  made  improvements  in 
consolidating  mauiagement  control  over  systems  development,  but 
the  Associate  Commissioner  for  Modernization  still  does  not 
have  control  over  all  IRS  systems  development  activities. 
Specifically,  systems  development  conducted  by  the  research 
cuid  development  division  has  now  been  redefined  as  technology 
research,  keeping  it  from  the  control  of  the  Associate 
Commissioner . 

IRS  has  initiated  a  number  of  actions  to  address  these  weaknesses 
but  additional  measures  are  necessary  to  correct  them  and,  in  the 
interim,  to  mitigate  the  risks  associated  with  ongoing  TSM 
spending.   Key  to  monitoring  cuid  completing  these  actions  will  be 
the  establishment  of  realistic  and  achievable  target  dates,  which 
IRS  has  said  it  plans  to  do.   However,  IRS  has  not  yet  set  the 
time  fraunes  for  several  measures  necessary  to  build  a  technical 
foundation  for  TSM. 

Also,  IRS  expects  to  improve  the  accountcibility  for  cUid 
probability  of  TSM  success  by  increasing  its  reliaince  on 


*A  system  architecture  is  an  evolving  description  of  am 
approach  to  achieving  a  desired  mission.   It  describes  (1)  all 
functional  activities  to  be  performed  to  achieve  the  desired 
mission,  (2)  the  system  elements  needed  to  perform  the  functions, 
(3)  the  designation  of  performance  levels  of  those  system 
elements,  and  (4)  the  technologies,  interfaces,  amd  location  of 
fvinctions. 
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contractors.   IRS  has  outlined  a  three-track  approach  for 
transitioning  over  a  period  of  2  years  to  the  use  of  a  "prime" 
contractor  that  would  have,  according  to  IRS,  overall  authority 
and  responsibility  for  the  development,  delivery,  and  deployment 
of  modernized  information  systems.   IRS'  approach  to  expanding 
the  use  of  contractors  to  build  TSM  is  still  in  the  early 
planning  stages.   Because  of  this,  IRS  was  unable  to  provide  us 
with  formal  plans,  charters,  schedules  or  the  definitions  of 
shared  responsibilities  between  the  Government  Program  Management 
Office  and  the  existing  program  and  project  management  staff. 

Consequently,  at  this  point,  it  is  unclear  what  these  IRS  plans 
entail,  or  how  they  will  work.   Further,  plans  to  use  additional 
contractors  will  succeed  if,  and  only  if,  IRS  has  the  in-house 
capabilities  to  manage  these  contractors  effectively.   As 
discussed  in  our  recent  report  on  the  IRS'  Cyberfile  project,  IRS 
has  serious  problems  planning  and  managing  TSM  projects  using 
contractors .^ 

We  found  that  IRS'  selection  of  the  Department  of  Commerce's 
National  Technical  Information  Service  (NTIS)  to  develop 
Cyberfile  was  not  based  on  sound  analysis.   IRS  did  not 
adequately  analyze  requirements,  consider  alternatives,  or  assess 
NTIS'  capabilities  to  develop  and  operate  an  electronic  filing 
system.   IRS  selected  NTIS  because  it  was  expedient  and  because 
NTIS  promised  IRS,  without  any  objective  support,  that  it  could 
develop  Cyberfile  quickly.   Development  and  acquisition  were 
undisciplined,  and  Cyberfile  was  poorly  managed  and  overseen. 

As  a  result,  it  was  not  delivered  on  time,  and  after  advancing 
$17.1  million  to  NTIS,  IRS  has  suspended  Cyberfile 's  development 
and  is  reevaluating  the  project.   The  Cyberfile  experience  has 
heightened  IRS'  awareness  that,  unless  it  has  mature,  disciplined 
processes  for  acquiring  software  systems  through  contractors,  it 
will  be  no  more  successful  in  buying  software  than  it  has  been  in 
building  software. 

ADDRESSING  SERIOUS 
FINANCIAI.  MANAGEMENT 
PROBLEMS 

As  part  of  a  pilot  program  under  the  Chief  Financial  Officers 
(CFO)  Act  of  1990,  IRS  began  preparing  annual  financial 
statements  showing  the  results  of  its  operations  starting  with 
those  for  fiscal  year  1992.   CFO  implementation  has  (1)  led  to 
IRS  top  managers  having  a  much  better  understanding  than  ever 
before  of  IRS'  serious  accounting  and  reporting  problems,  (2) 
provided  information  on  the  magnitude  of  IRS'  tax  receivables 


^Tax  Svstem.q  Modernization: Cvbggfilg  Prgject  Wa?  Ppprly 

Planned  and  Managed  (GAO/AIMD-96-140,  August  26,  1996). 
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collection  problems,  and  (3)  identified  the  need  for  stronger 
controls  over  such  areas  as  payroll  operations.   The  CFO  Act's 
requirements  also  have  provided  the  impetus  for  efforts  to 
improve  IRS  operations  and  address  the  substantial  problems 
identified  by  our  financial  audits. 

However,  we  have  been  unable  to  express  an  opinion  on  the 
reliability  of  IRS'  financial  statements  for  any  of  the  4  fiscal 
years  from  1992  through  1995.^  We  identified  fundamental, 
persistent  problems  that  remained  uncorrected  and,  until  they  are 
resolved,  will  continue  to  prevent  us  from  expressing  an  opinion 
on  IRS'  financial  statements  in  the  future. 

IRS  worked  to  resolve  these  issues  during  our  fiscal  year  1995 
financial  statement  audit  and  progress  was  made,  but  many  of  IRS' 
efforts  were  incomplete  at  the  conclusion  of  the  audit.   IRS  is 
continuing  these  efforts.   Since  we  testified  before  the 
Committee  on  June  6,  1996,  IRS  and  GAO  have  worked  to  further 
develop  a  plan  and  strategies  for  addressing  the  major  weaknesses 
preventing  IRS  from  receiving  an  opinion  on  its  financial 
statements.   The  following  paragraphs  discuss  IRS'  five  major 
uncorrected  financial  management  problems  and  short-term  plans 
for  resolving  them. 

First,  the  amounts  of  total  revenue  (reported  to  be  $1.4  trillion 
for  fiscal  year  1995)  and  tax  refunds  (reported  to  be  $122 
billion  for  fiscal  year  1995)  cannot  be  verified  or  reconciled  to 
accounting  records  maintained  for  individual  tcixpayers  in  the 
aggregate.   Second,  the  amounts  reported  for  various  types  of 
taxes  collected  (social  security,  income,  and  excise  taxes,  for 
example)  cannot  be  substantiated.   As  a  short-term  resolution  for 
these  two  issues,  IRS  has  developed  software  programs  that  it 
believes  will  capture,  from  its  revenue  financial  management 
system,  the  detailed  revenue  and  refund  transactions  that  would 
support  reported  amounts  in  its  future  financial  statements  until 
longer  term  system  fixes  can  be  made  to  achieve  more  reliable 
reporting  of  these  amounts.   In  addition,  IRS  plans  call  for 
completing  documentation  of  its  revenue  financial  management 
system,  which  is  critical  to  aid  in  identifying  better  interim 
solutions  for  reporting  revenues  and  refunds  and  provide  better 
insights  on  the  longer  term  system  fixes  needed  to  enable  IRS  to 
readily  and  reliably  provide  the  underlying  support  for  its 
reported  revenue  and  refund  amounts . 


^Financial  Audit: Examination  of  IRS'  Fiscal  Year  1995 

Financial  Statements  (GAO/AIMD-96-101,  July  11,  1996);  Financial 
Audit:   Examination  of  IRS'  Fiscal  Year  1994  Financial  Statements 
(GAO/AIMD-95-141,  August  4,  1995);  Financial  Audit:   Examination 
of  IRS'  Fiscal  Year  1993  Financial  Statements  (GAO/AIMD-94-120 , 
June  15,  1994);  and  Financial  Audit:  Examination  of  IRS'  Fiscal 
Year  1992  Financial  Statements  (GAO/AIMD-93-2 ,  June  30,  1993). 
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Third,  the  reliability  of  reported  estimates  for  fiscal  year  1995 
of  $113  billion  for  valid  accounts  receivable  and  of  $46  billion 
for  collectible  accounts  receivable  cannot  be  determined.   IRS 
initially  plans  to  continue  efforts  to  determine  a  means  of  using 
its  current  revenue  financial  management  system's  coding  to 
identify  its  accounts  receivables.   IRS'  efforts  are  focused  on 
correcting  known  current  coding  errors  through  reviewing  100 
percent  of  all  receivables  over  $10  million.   In  addition,  IRS 
plans  to  ensure  more  accurate  input  and  processing  of 
transactions  that  underpin  accounts  receivables  by  intensifying 
training  efforts  and  improving  internal  control  policies  and 
procedures . 

Fourth,  a  significant  portion  of  IRS'  reported  $3  billion  in 
nonpayroll  operating  expenses  cannot  be  verified.   IRS  believes 
the  core  issue  for  correcting  its  receipt  and  acceptance  problems 
relate  to  properly  accounting  for  transactions  with  other  federal 
agencies.   IRS,  GAO,  and  a  contractor  are  working  together  to 
determine  the  root  causes  of  and  develop  solutions  to  the  issue. 

Fifth,  the  amounts  IRS  reported  as  appropriations  available  for 
expenditure  for  operations  cannot  be  reconciled  fully  with 
Treasury's  central  accounting  records  showing  these  amounts,  and 
hundreds  of  millions  of  dollars  in  differences  have  been 
identified.   IRS  believes  that  it  has  completed  the 
reconciliation  of  its  Fund  Balance  with  Treasury  accounts  except 
for  IRS'  suspense  accounts  that  contained  reconciling  items  that 
were  more  than  6  months  old.   However,  IRS  is  still  in  the 
process  of  making  the  necessary  adjustments  required  to  its 
general  ledger  and  the  related  Treasury  records  to  complete  this 
effort.   We  plan  to  review  IRS'  reconciliation  of  outstanding 
differences  and  verify  the  accuracy  of  adjustments  as  they  are 
made. 

It  will  be  essential  for  IRS  to  now  follow  through  and  ensure 
that  its  planned  short-term,  interim  actions  are  completed  on 
schedule  to  improve  the  reliability  of  IRS'  financial  statements. 
We  will  continue  to  work  with  IRS  in  doing  so.   Additionally, 
some  of  IRS  corrective  actions  are  longer  term  and  involve 
reprogramming  software  for  IRS'  antiquated  systems  and  developing 
new  systems. 

PROVIDING  EFFECTIVE  OVERSIGHT 

The  recommendations  we  have  outlined  provide  a  road  map  for 
bringing  greatly  strengthened  management  to  IRS'  operations.   IRS 
needs  to  fully  implement  these  actions  in  order  to  fulfill  any 
business  strategy  it  and  the  Congress  decide  upon  to  provide 
efficient  and  effective  taxpayer  services  into  the  next  century. 
But,  bringing  these  actions  to  fruition  and  making  needed 
management  improvements  a  reality,  will  require  intense  follow 
through  and  sustained  oversight  by  IRS  top  management.  Treasury, 
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OMB,  and  the  Congress.   This  will  be  especially  important,  as  we 
have  not  always  observed  the  close  oversight  and  strong  follow 
through  within  the  Executive  Branch  that  it  will  take  to  overcome 
the  substantial  problems  IRS  has  experienced  in  effectively 
carrying  out  its  business  vision,  successfully  developing  TSM, 
and  obtaining  an  opinion  on  its  financial  statements. 

Foremost,  IRS  and  Treasury  must  concentrate  on  the  specific 
actions  we  have  outlined.   We  are  encouraged  that  Treasury  is 
taking  a  more  active  role  in  overseeing  IRS'  efforts  to  improve 
its  business  operations.   A  joint  Treasury- IRS  Modernization 
Management  Board,  chaired  by  the  Deputy  Secretary  of  the 
Treasury,  has  been  established  as  the  primary  review  and  decision 
body  for  modernization  and  TSM  policy  and  strategic  direction. 
For  the  Board  to  succeed,  however,  it  will  be  essential  for  it  to 
have  independent  sources  of  information  on  IRS'  efforts  and 
progress  to  effectively  oversee  and  track  the  cost  and  schedule 
of  all  TSM  projects. 

For  its  part,  OMB  should  emphasize  reviewing  the  government's 
investment  in  developing  TSM,  the  use  of  technology  in  IRS' 
changing  business  environment,  and  the  steps  IRS  plans  to  take  to 
improve  its  financial  management.   The  CFO  Act  and  the 
Information  Technology  Management  Reform  Act  give  OMB  important 
leadership  responsibilities  in  these  areas.   In  this  regard,  for 
example,  the  Director  of  OMB  is  responsible  for  (1)  promoting  and 
directing  that  federal  agencies  establish  capital  planning 
processes  for  information  technology  investment  decisions,  (2) 
evaluating  the  results  of  those  investments,  and  (3)  enforcing 
accountability  for  them  through  the  budget  process. 

The  Congress  has  esteiblished  a  comprehensive  legislative 
frconework  that  provides  the  structure  necessary  to  help  IRS 
achieve  better  financial  and  information  management  and  measure 
the  results  of  implementing  its  business  vision.   This  framework 
includes : 

--  the  CFO  Act's  focus  for  correcting  finemcial  management 
weaknesses  and  reliedDly  reporting  on  the  results  of  IRS' 
finauicial  operations; 

--  the  Government  Performance  and  Results  Act's  emphasis  on 
managing  for  results  and  pinpointing  opportunities  for 
improved  performance  and  increased  accountability;  cind 

--  the  cunended  Paperwork  Reduction  Act's  and  the  Information 
Technology  Management  Reform  Act's  (1)  focus  on  the 
application  of  information  resources  to  support  agency 
missions  and  improve  agency  performance  and  (2)  recjuirements 
for  improving  the  efficiency  auid  effectiveness  of  operations 
and  the  delivery  of  services  to  the  public  through  an 
effective  use  of  information  technology. 
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These  laws  also  provide  a  basis  for  the  Congress  to  hold  IRS 
accountable  for  resolving  the  weaknesses  and  taking  the  actions 
we  have  discussed.   In  this  regard,  the  Committee's  recent 
hearings  on  these  matters  have  brought  greater  attention  to  the 
consequence  of  continued  delays  in  solving  IRS'  management 
problems.   We  encourage  this  Committee,  and  other  congressional 
oversight  and  appropriations  committees,  to  use  these  management 
statutes  to  help  focus  on  the  progress  IRS  is  making  to  correct 
these  important  issues . 

THE  NEW  COMMISSION'S  ROLE 

In  IRS'  appropriations  act  for  fiscal  year  1996,  the  Congress 
established  the  National  Commission  on  Restructuring  the  IRS.   It 
gave  the  Commission  a  broad,  sweeping  charter  for  reviewing: 

--  present  IRS  practices,  especially  its  organizational 
structure,  paper  and  return  processing  activities, 
infrastructure,  and  collection  process,- 

--  what  is  required  for  (1)  making  returns  processing 

"paperless,"  (2)  modernizing  IRS  operations,  (3)  improving  the 
collections  process  without  major  increases  in  personnel  or 
funding,  (4)  improving  tcixpayer  accounts  management,  (5) 
improving  accuracy  of  information  requested  by  taxpayers  in 
order  to  file  returns,  and  (6)  changing  the  culture  of  IRS  to 
make  it  more  efficient,  productive,  amd  customer  oriented; 

--  whether  IRS  could  be  replaced  with  a  quasi -governmental 

organization  with  tangible  incentives  for  managing  progreuns 
and  activities,  euid  for  modernizing  its  activities;  and 

--  whether  IRS  could  perform  other  collection,  information,  and 
financial  service  functions  of  the  federal  government. 

The  Commission's  17  members  were  appointed  by  congressional 
leaders  and  the  President  in  May  1996.   Cochairing  the  Commission 
are  Senator  Bob  Kerrey  and  Representative  Rob  Portman.   The 
Congress  provided  $1  million  in  direct  funding  for  the  Commission 
to  examine  IRS'  organization  and  recommend  actions  to  expedite 
implementation  of  TSM  and  improve  service  to  taucpayers .   The 
Commission's  report,  which  is  to  be  completed  1  year  after  its 
first  meeting,  should  provide  the  Congress  an  in-depth  look  at 
operations  and  management  structures  across  IRS  eind  insights  for 
resolving  IRS'  persistent  uncorrected  mamagement  problems. 


Mr.  Chairman,  this  concludes  my  statement.   We  will  be  glad  to 
answer  any   questions. 

(511523) 
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Mr.  Chairmam  and  Members  of  the  Conunittee: 

We  are  pleased  to  be  here  today  to  discuss  the  Internal  Revenue 
Service's  (IRS)  efforts  to  modernize  its  teix  processing  system. 
In  July  1995,  we  reported  that  pervasive  management  and  technical 
weaknesses  placed  at  serious  risk  the  government's  multibillion 
dollar  Tax  Systems  Modernization  (TSM)  effort.   To  correct  chese 
weaknesses,  we  made  more  than  a  dozen  recommendations  to  improve 
IRS'  (1)  electronic  filing  strategy,  (2)  strategic  information 
management,  (3)  software  development,  (4)  systems  architecture, 
integration,  and  testing,  and  (5)  accountability  and  control  of 
systems  modernization.^ 

In  March  1996  testimony^  before  the  Committee,  we  reiterated  our 
concerns  that  IRS'  effort  to  modernize  tcix  processing  was 
jeopardized  by  persistent  cind  pervasive  management  cuid  technical 
weaknesses  and  we  advised  the  Committee  that  IRS'  ongoing  efforts 
did  not  include  milestones  or  provide  enough  evidence  to  conclude 
that  weaknesses  will  soon  be  corrected.   We  also  noted  that  the 
development  of  IRS'  Cyberfile  electronic  filing  system  exhibited 
many  of  the  technical  weaknesses  that  we  identified  with  TSM.   We 
recently  completed  a  review  for  the  Committee  on  Cyberfile 
contractual  issues  and  issued  a  report  which  identifies  severe 
acquisition  and  financial  problems.' 

In  a  May  1996  report  required  by  the  Treasury,  Postal  Service,  and 
General  Government  Appropriations  Act  of  1996,  the  Department  of 
the  Treasury  delineated,  and  we  verified,  that  IRS  has  initiated  a 
number  of  actions  and  is  making  some  progress  in  addressing  our 
July  1995  recommendations.*   For  exaunple,  IRS  (1)  is  preparing  a 
comprehensive  strategy  to  maximize  electronic  filing,  (2)  has  , 
created  an  investment  review  board  to  select,  control,  and  evaltiate 
its  information  technology  im^estments,  (3)  has  updated  its  system 
engineering  process,  is  updating  its  systems  life  cycle 
methodology,  and  is  working  across  various  IRS  organizations  to 


^Tax  Systems  Modernization:   Management  and  Technical  Weaknesses 
Must  Be  Corrected  If  Modernization  Is  To  Succeed  (GAO/AIMD-95-156, 
July  26,  1995) . 

^Tax  svstems  Modernization: Manaqgment  ftn-a  Technical  Wg^knggges 

Must  Be  Overcome  To  Achieve  Success  (GAO/T-AIMD-96-75 ,  March  26, 
1996)  . 

'Tax  Svstems  Modernization:   Cvberfile  Project  Was  Poorlv  Planned 
and  Managed  (GAO/AIMD-96-140 ,  August  26,  1996). 

^Report  to  House  and  Senate  Appropriations  Committees: Proqrsss 

Report  on  IRS ' s  Management  and  Implementation  of  Tax  Svstems 
Modernization  (Department  of  the  Treasury,  May  6,  1996) . 
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define  discipl.'.ned  processes  for  software  requirements  management, 
quality  assurance,  configuration  management,  and  project  planning 
and  tracking,  and  (4)  has  completed  a  descriptive  overview  of  an 
integrated,  three-tier,  distributed  systems  architecture. 

However,  as  we  reported  in  June  1996,^  many  of  these  actions  are 
still  incomplete  and  do  not  respond  fully  to  any  of  our 
recommendations.   Examples  include  the  following: 

--  The  comprehensive  business  strategy  for  electronic  filing  is  not 
scheduled  for  completion  until  October  1996. 

--  IRS  does  not  yet  have  a  repeatable  process  for  selecting, 

controlling,  and  evaluating  its  technology  investments;  not  all 
planned  and  ongoing  systems  have  been  reviewed  in  a  single 
investment  portfolio;  and  the  basis  for  making  investment 
decisions  is  still  unclear. 

—  The  procedures  for  requirements  management,  quality  assurance, 
configuration  management,  and  project  planning  and  tracking  are 
being  developed  but  are  still  incomplete. 

--  IRS  has  completed  neither  its  integrated  systems  architecture 
nor  its  security  and  data  architectures  and  has  not  completed  a 
schedule  for  doing  so. 

As  a  result,  IRS  has  not  made  adequate  progress  in  correcting  its 
management  and  technical  weaknesses,  and  none  of  our 
recommendations  has  been  fully  implemented.   Until  IRS'  weaknesses 
are  corrected,  we  believe  the  Congress  should  consider  limiting  TSM 
spending  to  only  cost-effective  modernization  efforts  that 
(1)  support  ongoing  operations  and  maintenance,  (2)  correct  IRS' 
pervasive  management  and  technical  weaknesses,  (3)  are  small, 
represent  low  technical  risk,  and  can  be  delivered  in  a  relatively 
short  time  frame,  and  (4)  involve  deploying  already  developed 
systems  only  if  these  systems  have  been  fully  tested,  are  not 
premature  given  the  lack  of  a  completed  architecture,  and  produce  a 
proven,  verifiable  business  value. 

In  its  report,  Treasury  states  that  because  IRS  does  not  currently 
have  the  capability  to  develop  and  integrate  TSM,  it  will  obtain 
additional  contractual  help  to  accomplish  these  tasks.   While 
effective  use  of  additional  contractors  may,  in  the  future, 
strengthen  IRS'  capability  to  modernize,  IRS  clearly  does  not  now 
have  the  capability  to  manage  all  of  its  current  contractors 
successfully.   For  example,  Cyberfile,  which  is  being  built  by 


^Tax  Svstems  Modernization:   Actions  Underway  But  IRS  Has  Not  Yet 
Corrected  Management  and  Technical  Weaknesses  (GAO/AIMD-96-106, 
June  7,  1996) . 
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contractors,  has  used  many  of  the  same  undisciplined  software 
development  practices  we  had  criticized  at  IRS  and,  as  a  result, 
could  not  be  piloted  during  the  1996  tax  filing  season  as 
originally  planned.   Therefore,  if  IRS  is  to  use  additional 
contractors  effectively  in  the  future,  it  will  have  to  first 
strengthen  and  improve  its  eibility  to  manage  software  development 
contractors. 

I  will  now  discuss  the  results  of  our  Cyberfile  review,  the  TSM 
redirection  efforts  described  in  Treasury's  report,  IRS'  progress 
in  addressing  each  of  the  recommendations  we  made  in  July  1995,  and 
actions  that  must  be  taken  before  IRS  obtains  additional 
contractual  support  to  develop  TSM. 

CYBERFILE  PROJECT  WAS  POORLY 
PLANNED  AND  MANAGED 

We  found  that  IRS'  selection  of  the  Department  of  the  Commerce's 
National  Technical  Information  Service  (NTIS)  to  develop  Cyberfile 
was  not  based  on  sound  auialysis.   IRS  did  not  adequately  amalyze 
requirements,  consider  alternatives,  or  assess  NTIS'  capabilities 
to  develop  and  operate  an  electronic  filing  system,  even  though  the 
need  for  these  critical  prerequisites  was  brought  to  management's 
attention  as  early  as  July  1995.   Instead,  IRS  selected  NTIS 
because  it  was  expedient  and  because  NTIS  promised  IRS,  without  amy 
objective  support,  that  it  could  develop  Cyberfile  in  less  them  6 
months  and  have  it  operating  by  February  1996. 

In  em  attempt  to  meet  these  self-imposed  time  constraints,  the 
Cyberfile  project  was  hastily  initiated.   Development  and 
accjuisition  were  undisciplined,  euid  the  project  was  poorly  managed 
and  overseen.   As  a  result,  it  was  not  delivered  on  time,  and  after 
advancing  $17.1  million  to  NTIS,  IRS  has  suspended  Cyberfile 's 
development  and  is  reevaluating  the  project. 

We  also  found  that  IRS  and  NTIS  did  not  follow  all  applicable 
procurement  laws  amd  regulations  in  developing  Cyberfile.   IRS 
cited  the  Brooks  ADP  Act  (40  U.S.C.  759)  for  its  authority  to 
procure  Cyberfile.   However,  IRS  did  not  perform  requirements  amd 
alternatives  ainalyses  as  required  by  the  Federal  Information 
Resources  Management  Regulation  which  implemented  the  Brooks  ADP 
Act.   NTIS  also  violated  applicable  procurement  laws  and 
regulations  in  developing  Cyberfile.   To  obtain  contractor  services 
quickly,  NTIS  modified  am  existing  sole  source  contract  awarded 
through  the  Small  Business  Administration's  (SBA)  small  and 
disadvamtaged  businesses  prograun,  referred  to  as  the  "Section  8(a)" 
prograun.   The  modification  provided  $3.3  million  for  Cyberfile  and 
increased  the  total  contract  value  to  $4.3  million.   NTIS  did  not 
submit  this  modification  to  SBA  for  review  as  required  under  the 
Section  8(a)  prograun.   Further,  this  modification  circximvented  SBA 
rules  rec[uiring  that  contracts  over  $3.0  million  be  competed  among 
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eligible  Section  8(a)  firms  rather  than  being  issued  on  a  sole 
source  basis.   In  addition,  at  the  time  of  modification,  the 
contractor  was  not  an  eligible  8(a)  firm  under  SBA  regulations,  and 
had  NTIS  submitted  the  modification  to  SBA  as  required,  responsible 
officials  at  SBA  said  they  would  have  rejected  it. 

Our  review  of  Cyberfile  obligations  and  costs  found  that  they  were 
not  accounted  for  properly.   IRS  (1)  significantly  understated  the 
obligations  related  to  the  project  and  (2)  improperly  accounted  for 
the  $17.1  million  advanced  to  NTIS.   In  addition,  NTIS  did  not 
promptly  and  accurately  account  for  Cyberfile  obligations  and 
costs.   Specifically,  significant  financial  transactions  were  not 
properly  documented  and  obligations  and  costs  were  not  recorded 
promptly  and  accurately. 

Finally,  we  found  that  adequate  financial  and  program  management 
controls  were  not  implemented  to  ensure  that  Cyberfile  was  acquired 
cost-effectively.   As  a  result,  excess  costs  were  incurred.   For 
example,  the  interagency  agreement  between  IRS  and  NTIS  was  not 
structured  to  minimize  costs,  and  Cyberfile  costs  continued  to  be 
incurred  after  the  project  was  suspended.   Specifically,  the 
agreement  allowed  NTIS  to  assess  a  10  percent  management  fee  for 

(1)  costs  associated  with  NTIS'  failure  to  follow  preferred 
management  practices,  such  as  late  payment  penalties  and  (2)  items 
which  IRS  could  have  readily  obtained  directly  and  provided  to 
NTIS,  such  as  computer  equipment  acquired  under  existing  government 
contracts.   In  this  regard,  IRS  incurred  about  $89,000  in  NTIS 
management  fees  for  purchasing  items  costing  over  $886,000  under  an 
existing  Department  of  the  Treasury  contract  which  is  administered 
by  IRS.   If  IRS  had  purchased  these  items  directly  and  provided 
them  to  NTIS,  it  could  have  avoided  NTIS"  $89,000  management  fee. 

In  light  of  the  severity  of  acquisition  and  financial  problems 
identified  during  our  review,  we  recommended,  inter  alia,    that 
before  resuming  work  on  Cyberfile,  IRS  and  the  Department  of 
Commerce  each  submit  a  report  to  the  Committee  detailing  the  (1) 
wea)cnesses  in  IRS'  and  NTIS'  acquisition  and  financial  management 
processes  and  controls  that  permitted  Cyberfile  mismanagement  and 

(2)  actions  that  have  been  taken  to  ensure  that  these  weaknesses  in 
processes  and  controls  have  been  corrected  and  that  resulting 
mismanagement  does  not  recur. 

In  commenting  on  our  Cyberfile  report.  Treasury  agreed  with  our 
findings  and  recommendations.   It  stated  that  it  shared  our 
concerns  regarding  IRS'  management  of  the  Cyberfile  project,  and 
that  the  experience  with  the  project  underscores  the  importance  of 
IRS  implementing  our  recommendations.   IRS  did  not  disagree  with 
any  of  our  findings  or  recommendations.   It  said  that  Cyberfile  was 
not  successful  and  encountered  problems  and  explained  that  it  is 
conducting  an  internal  review  of  Cyberfile  to  identify  a  full  remge 
of  corrective  action. 
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TREASURY'S  TSM  REPORT 
ACKNOWLEDGES  WEAKNESSES  AND 
DESCRIBES  TSM  REDIRECTION  EFFORTS 

The  Department  of  the  Treasury,  in  its  May  1996  report  to  the 
Senate  and  House  Appropriations  Committees,  provides  a  candid 
assessment  of  TSM  progress  and  future  redirection,  and  a 
description  of  ongoing  and  planned  actions  intended  to  respond  to 
our  July  1995  recommendations  to  correct  management  and  technical 
weaknesses.   Treasury  found  that  despite  some  qualified  success, 
IRS  has  not  made  progress  on  TSM  as  planned  because  systems 
development  efforts  have  taken  longer  than  expected,  cost  more  than 
originally  estimated,  and  delivered  less  functionality  than 
originally  envisioned.   It  concluded  that  significant  chcmges  are 
needed  in  IRS"  management  approach  cuid  that  it  is  beyond  the  scope 
of  IRS'  current  ability  to  develop  and  integrate  TSM  without 
expanded  use  of  external  expertise. 

The  report  notes  that  work  has  been  done  to  rethink,  scale  back, 
and  change  the  direction  of  TSM.   Additional  chauiges  are  still  in 
progress  with  actions  underway  to  restructure  the  management  of  TSM 
and  expand  the  use  of  contractors.   Agreeing  that  our  July  1995 
recommendations  are  valid,  the  report  notes  that  more  work  has  to 
be  done  to  respond  effectively  to  our  recommendations.   It  states 
that  progress  in  IRS"  memageinent  and  technical  areas  can  only  be 
achieved  by  institutionalizing  improved  practices  and  monitoring 
projects  for  conformance  to  mandated  stamdards  and  practices. 

However,  the  report  does  not  address  the  basic  problem  of 
continuing  to  invest  hundreds  of  millions  of  dollars  in  TSM  before 
the  requisite  management  and  technical  disciplines  are  in  place. 
Nor  does  it  address  the  risk  inherent  in  shifting  hundreds  of 
millions  of  dollars  to  additional  contractual  efforts  when  the 
evidence,  as  demonstrated  with  IRS'  Cyberfile  project,  is  clear 
that  IRS  does  not  have  the  disciplined  processes  in  place  to  manage 
all  of  its  current  contractual  efforts  effectively. 

FUNDAMENTAL  MANAGEMENT  AND  TECHNICAL 
WEAKNESSES  ARE  BEING  ADDRESSED.  BUT 
NONE  HAVE  BEEN  CORRECTED 

IRS  has  initiated  a  number  of  actions  to  address  management  and 
technical  weaknesses  that  continue  to  impede  successful  systems 
modernization.   However,  ongoing  efforts  do  not  correct  the 
weaknesses  amd  do  not  provide  enough  evidence  to  determine  when 
they  will  be  corrected  emd  what  steps  if  amy  are  being  taken  in  the 
interim  to  mitigate  the  risks  associated  with  ongoing  TSM  spending. 
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IRS  Does  Not  Yet  Have  a  Comprehensive 
Strategy  to  Maximize  Electronic  Filings 

IRS  has  identified  increasing  electronic  filings  as  critical  to 
achieving  its  modernization  vision.   In  our  July  1995  report,  we 
said  that  IRS  did  not  have  a  comprehensive  business  strategy  to 
reach  or  exceed  its  goal  of  80  million  electronic  filings  by  2001. 
IRS'  estimates  and  projections  for  individual  and  business  returns 
suggested  that  by  2001,  as  few  as  39  million  returns  may  be 
submitted  electronically,  less  than  half  of  IRS'  goal  and  only 
about  17  percent  of  all  returns  expected  to  be  filed. 

We  reported  that  IRS'  business  strategy  would  not  maximize 
electronic  filings  because  it  primarily  targeted  taxpayers  who  use 
a  third  party  to  prepare  and/or  transmit  simple  returns,  are 
willing  to  pay  a  fee  to  file  their  returns  electronically,  and  are 
expecting  refunds.   Focusing  on  this  limited  taixpaying  population 
overlooked  most  taxpayers,  including  those  who  prepare  their  own 
tax  returns  using  personal  computers,  have  more  complicated 
returns,  owe  tax  balances,  and/or  are  unwilling  to  pay  a  fee  to  a 
third  party  to  file  a  return  electronically. 

We  concluded  that  without  a  strategy  that  also  targets  these 
taxpayers,  IRS  would  not  meet  its  electronic  filing  goals.   In 
addition,  if,  in  the  future,  taxpayers  file  more  paper  returns  than 
IRS  expects,  added  stress  will  be  placed  on  IRS'  paper-based 
systems.   Accordingly,  we  recommended  that  IRS 

refocus  its  electronic  filing  business  strategy  to  target,  through  aggressive  marketing 
and  education,  those  sectors  of  the  taxpaying  population  that  can  file  electronically  most 
cost-beneficially. 

IRS  agreed  with  this  recommendation  and  said  that  it  had  convened  a 
working  group  to  develop  a  detailed,  comprehensive  strategy  to 
broaden  public  access  to  electronic  filing  while  also  providing 
more  incentives  for  practitioners  and  the  public  to  file 
electronically.   It  said  that  the  strategy  would  include  approaches 
for  taxpayers  who  are  unwilling  to  pay  for  tax  preparer  and 
transmitter  services,  who  owe  IRS  for  balances  due,  and/or  who  file 
complex  tax   returns.   Further,  IRS  said  that  the  strategy  would 
address  that  segment  of  the  taxpaying  population  that  would  prefer 
to  file  from  home  using  personal  computers. 

To  date,  IRS  has  performed  an  electronic  filing  marketing  analysis 
at  local  levels;  developed  a  marketing  plan  to  promote  electronic 
filing;  consolidated  21  electronic  filing  initiatives  into  its 
Electronic  Filing  Strategies  portfolio;  and  initiated  a  re- 
engineering  project  with  a  goal  to  reduce  paper  tax  return  filings 
to  20  percent  or  less  of  the  total  volume  by  the  year  2000.   It 
plans  to  complete  its  electronic  filing  strategy  in  October  1996. 
These  initiatives  could  result  in  future  progress  toward  increasing 
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electronic  filings.   However,  our  review  found  that  these 
initiatives  are  not  far  enough  along  to  determine  whether  they  will 
culminate  in  a  comprehensive  strategy  that  identifies  how  IRS  plans 
to  target  those  sectors  of  the  taxpaying  population  that  can  file 
electronically  most  cost-beneficially.   It  also  is  not  clear  how 
the  reengineering  project  will  impact  the  strategy  or  how  these 
initiatives  will  impact  TSM  systems  that  are  being  developed. 

IRS'  Strategic  Information  Management 
Practices  Remain  Ineffective 

In  our  July  1995  report,  we  said  that  IRS  did  not  have  strategic 
information  management  practices  in  place.   We  found,  for  example, 
that  despite  the  billions  of  dollars  at  stake,  information  systems 
were  not  managed  as  investments.   To  overcome  this,  and  provide  the 
Congress  with  the  insight  needed  to  assess  IRS'  priorities  aind 
rationalization  for  TSM  projects,  we  recommended  that  the  IRS 
Commissioner 

take  immediate  action  to  implement  a  complete  process  for  selecting,  prioritizing, 
controlling,  and  evaluating  the  progress  and  performance  of  all  major  information 
systems  investments,  both  new  and  ongoing,  including  explicit  decision  criteria,  and 

using  these  criteria,  to  review  all  planned  and  ongoing  systems  investments  by  June  30, 
1995. 

In  agreeing  with  these  recommendations,  IRS  said  it  would  take  a 
number  of  actions  to  provide  the  underpinning  it  needs  for 
strategic  information  management.   IRS  said,  for  example,  that  it 
was  developing  and  implementing  a  process  to  select,  prioritize, 
control,  and  evaluate  information  technology  investments  to  achieve 
reengineered  progreun  missions. 

Our  assessment  found  that  IRS  has  taken  steps  towards  putting  into 
place  a  process  for  managing  its  extensive  investments  in 
information  systems.   The  following  are  examples  of  these  steps. 

--  IRS  created  an  executive- level  Investment  Review  Board,  chaired 
by  the  Associate  Commissioner  for  Modernization,  for  selecting, 
controlling  and  evaluating  all  of  IRS'  information  technology 
investments . 

--  IRS  developed  initial  and  revised  sets  of  decision  criteria  used 
in  the  summer  amd  fall  of  1995,  as  part  of  its  Resource 
Allocation  auid  Investment  Review  to  make  additional  chamges  in 
information  technology  resource  allocations  for  remaining  fiscal 
year  1996  funds  amd  plauined  1997  spending.   This  review  included 
only  TSM  projects  under  development.   It  did  not  address 
operational  systems,  infrastructure,  or  mamagement  amd  technical 
support  activities. 
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--  The  Treasury  Department  created  a  Modernization  Management  Board 
to  review  and  validate  high-risk,  high-cost  TSM  investments  and 
to  set  policy  and  strategy  for  IRS  modernization  effort. 

--  IRS  is  considering  the  use  of  a  "project  readiness  review"  as  an 
additional  Investment  Review  Board  control  mechanism  for  gauging 
project  readiness  to  proceed  with  spending. 

--  IRS  developed  a  business  case  handbook  that  includes  decision 
criteria  on  costs,  benefits,  and  risks.   It  is  reassessing  the 
business  cases,  which  were  developed  on  the  TSM  projects,  using 
the  handbook.   Results  are  planned  to  be  used  by  the  Investment 
Review  Board  to  assist  in  making  funding  decisions  for  fiscal 
year  1997. 

--  IRS  has  developed  an  investment  evaluation  review  handbook 

designed  to  assess  projected  costs  and  benefits  against  actual 
results.   The  handbook  has  been  used  on  four  TSM  projects  and 
five  additional  reviews  are  scheduled  to  be  completed  within  the 
next  year.   The  completed  reviews  contain  explicit  descriptions 
of  problems  encountered  in  developing  these  systems.   The 
reviews  make  specific  recommendations  for  management  and 
technical  process  changes  to  improve  future  results.   Specific 
recommendations  pertain  to  strengthening  project  direction  and 
decision-making.   Many  reflect  concerns  that  we  have  raised  in 
past  reviews.   The  investment  evaluation  reviews  were  presented 
to  the  Investment  Review  Board  and  disseminated  to  other  IRS 
managers.   IRS  is  defining  roles,  responsibilities,  and 
processes  for  incorporating  Investment  Evaluation  Review 
recommendations  at  the  project  and  process  levels. 

These  are  positive  steps  and  indicate  a  willingness  to  address  many 
of  the  weaknesses  raised  in  our  past  reports  and  testimonies.   But, 
as  noted  in  Treasury's  report  on  TSM,  the  investment  process  is  not 
yet  complete.   According  to  Treasury,  it  is  missing  (1)  specific 
operating  procedures,  (2)  defined  reporting  relationships  between 
different  management  boards  and  committees,  and  (3)  updated 
business  cases  for  major  TSM  technology  investments. 

These  concerns  coincide  with  two  central  criticisms  we  have 
repeatedly  made  about  TSM.   Because  of  the  sheer  size,  scope,  and 
complexity  of  TSM,  it  is  imperative  that  IRS  institutionalize  a 
repeatable  process  for  selecting,  controlling,  and  evaluating  its 
technology  investments,  and  that  it  make  informed  investment 
decisions  based  on  reliable  qualitative  cmd  quantitative 
assessments  of  costs,  benefits,  and  risks.   Although  IRS  is 
planning  and  is  in  the  initial  stages  of  implementing  parts  of  such 
a  process,  a  complete,  fully  integrated  process  does  not  yet  exist. 
Specifically,  IRS  has  not  provided  us  evidence  to  justify  its 
claims  that  its  decisions  were  supported  by  acceptable  data  on 
project  costs,  benefits,  cuid  risks.   For  example: 
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Our  review  found  no  evidence  to  suggest  that  IRS  established 
minimal  data  requirements  for  the  decisions  made  as  part  of  the 
TSM  Resource  Allocation  and  Investment  Review  or  the  rescope 
process  in  December  1995.   For  example,  because  IRS  lacks  the 
basic  capabilities  for  disciplined  software  development,  it 
cannot  convincingly  estimate  systems  development  costs, 
schedule,  or  performance.   Subsequent  to  its  rescope  analysis, 
IRS  developed  minimal  data  quality  requirements  for  cost-benefit 
and  risk  studies,  proposed  return-on- investment  calculations, 
and  return-on-investment  thresholds,  or  comparisons  of  expected 
performance  improvements  with  results  to  date.   However,  to  date 
few,  if  any,  projects  have  met  these  criteria. 

In  deciding  whether  to  accelerate,  delay,  or  cancel  specific  TSM 
projects,  IRS  did  not  use  validated  data  on  actual  versus 
projected  costs,  benefits,  or  risks  as  set  forth  by  the  Office 
of  Management  and  Budget  (OMB) .'   Instead,  IRS  continues  to  make 
its  decisions  based  on  spending  whatever  budgeted  funding 
ceiling  amounts  can  be  obtained  through  its  annual  budget  amd 
appropriations  cycles.   As  a  result,  IRS  cannot  convincingly 
justify  its  TSM  spending  decisions. 

All  projects  (i.e.,  proposed  projects,  projects  under 
development,  operational  systems,  infrastructure,  and  management 
and  technical  support  activities)  were  not  included  in  a  single 
systems  investment  portfolio.   Instead,  only  TSM  projects  under 
development  were  ranked.   As  a  result,  there  is  no  compelling 
rationale  for  determining  how  much  to  invest  in  these  projects 
compared  to  other  projects,  such  as  operational  systems  and 
infrastructure . 

There  is  no  defined  process  with  prescribed  roles  and 
responsibilities  to  ensure  that  the  results  of  investment 
evaluation  reviews  are  being  used  to  (1)  modify  project 
direction  and  funding  when  appropriate  and  (2)  assess  and 
improve  existing  investment  selection  and  control  processes  and 
procedures.   As  a  result,  there  is  no  evidence  that  changes  are 
occurring  based  on  valuable  lessons  learned,  as  in  the  recently 
completed  post-implementation  review  of  the  Service  Center 
Recognition/ Image  Processing  System.   For  exaunple,  IRS  found 
that  because  system  requirements  were  not  adequately  defined  or 
documented,  the  system  could  not  be  quantifiably  tested  properly 
which  adversely  affected  the  implementation  of  the  system. 
Moreover,  with  only  four  investment  evaluation  reviews  completed 
to  date  and  five  planned  for  the  upcoming  year,  this  represents 
only  a  small  fraction  of  the  total  IRS  annual  investment  in  TSM. 


^Evaluating  Information  Technology  Investments: A  Practical  Guide 

(Executive  Office  of  the  President,  Office  of  Mcinagement  and 
Budget,  November  1995) . 
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More  must  be  done  to  confirm  actual  results  achieved  from  TSM 
expenditures . 

Reenaineerina  Efforts  Not 
Linked  to  Modernization 

We  noted  in  our  July  1995  report  that  IRS'  reengineering  efforts 
were  not  linked  to  its  systems  development  efforts.   As  shown  in 
our  work  with  leading  organizations,  information  system  development 
projects  that  are  not  driven  by  a  critical  reexamination  and 
redesign  of  business  processes  achieve  only  a  fraction  of  their 
potential  to  improve  performance,  reduce  costs,  and  enhance 
quality. 

Since  our  July  report,  IRS'  reengineering  efforts  have  undergone  a 
redirection.   Three  reengineering  projects--processing  returns, 
responding  to  taxpayers,  and  enforcement  actions--were  halted 
because  IRS  decided  to  focus  instead  on  an  enterprise- level  view  of 
reengineering . 

Its  new  effort,  entitled  Tax  Settlement  Reengineering,  was  begun  in 
March  1996  and  involves  a  comprehensive  review  of  all  the  major 
processes  and  activities  that  enable  tsuqjayers  to  settle  their  tax 
obligations,  from  educational  activities  through  final  settlement 
of  accounts.   The  reengineering  project  team,  working  with  IRS' 
Executive  Committee,  has  identified  16  major  processes  involved  in 
tax  settlement  and  is  about  to  begin  reengineering  four  of  them. 
High-level  designs  of  the  new  processes  are  scheduled  to  be  defined 
by  September  30,  1996,  with  work  on  detailed  designs  to  start  early 
in  fiscal  year  1997,  if  approved  by  the  Executive  Committee. 
Reengineering  efforts  on  as  many  as  eight  other  tax  settlement 
processes  could  be  underway  by  the  end  of  fiscal  year  1997. 

Although  this  effort  could  have  substantial  impact,  IRS  still  faces 
the  same  problem  we  reported  on  a  year  ago.   Reengineering  lags 
well  behind  the  development  of  TSM  projects,  whereas  it  should  be 
ahead  of  it- -defining  and  directing  the  technology  investments 
needed  to  support  new,  more  efficient  business  processes.   Until 
the  reengineering  effort  is  mature  enough  to  drive  TSM  projects, 
there  is  no  assurance  that  ongoing  systems  development  efforts  will 
support  IRS'  future  business  needs  and  objectives. 

The  reengineering  team  believes  that  by  September  30,  1996,  they 
will  have  a  general  idea  of  how  the  first  four  tax  settlement 
reengineering  projects  may  impact  current  systems  development 
efforts.   If  additional  reengineering  projects  are  started  as 
planned  in  1997,  it  could  be  another  year  or  more  before  most  of 
the  information  and  systems  requirements  stemming  from  these 
projects  are  defined.   Meanwhile,  investment  continues  in  many  TSM 
projects  that  may  not  support  the  requirements  resulting  from  these 
reengineering  efforts. 

10 
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IRS  acknowledges  that  integration  of  reengineering  and  TSM  must 
occur  and  has  assigned  responsibility  for  it  to  the  Associate 
Commissioner  for  Modernization.   However,  it  has  not  yet  specified 
how  or  when  the  requisite  integration  will  occur. 

Software  Development  Activities  Are 
Inconsistent  and  Poorlv  Controlled 

In  our  July  1995  report,  we  said  that  unless  IRS  improves  its 
software  development  capability,  it  is  unlikely  to  build  TSM  timely 
or  economically  and  systems  are  unlikely  to  perform  as  intended. 
To  assess  its  software  capability,  in  September  1993,  IRS  rated 
itself  using  the  Software  Engineering  Institute's  Capability 
Maturity  Model  (CMM) .   IRS  placed  its  software  development 
capability  at  the  lowest  level,  described  as  ad  hoc  amd  sometimes 
chaotic  and  indicating  significamt  weaknesses  in  its  software 
development  capability.   Our  review  confirmed  that  IRS'  software 
development  capability  was  immature  and  weak  in  key  process  areas. 
For  instance, 

—  a  disciplined  process  to  manage  system  requirements  was  not 
being  applied  to  TSM  systems, 

—  a  software  tool  for  planning  and  tracking  development  projects 
was  not  consistently  used, 

--  software  cjuality  assurance  functions  were  not  well  defined  or 
consistently  implemented, 

--  systems  and  acceptance  testing  were  neither  well  defined  nor 
required,  emd 

--  software  configuration  management^  was  incomplete.   To  address 
IRS'  software  development  weaknesses  and  upgrade  IRS'  software 
development  capabilities,  we  recommended  that  the  IRS 
Commissioner 


'Configuration  mauiagement  involves  selecting  project  baseline  items 
(e.g.,  specifications),  systematically  controlling  these  items  auid 
changes  to  them,  and  recording  their  status  emd  chamges. 
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immediately  require  that  all  future  contractors  who  develop  software  for  the  agency 
have  a  software  development  capability  rating  of  at  least  CMM  Level  2,'  and 

before  December  31,  1995, 

define,  implement,  and  enforce  a  consistent  set  of  requirements  management  procedures 
for  all  TSM  projects  that  goes  beyond  IRS'  current  request  for  information  services 
process,  and  for  software  quality  assurance,  software  configuration  management,  and 
project  planning  and  tracking;  and 

define  and  implement  a  set  of  software  development  metrics  to  measure  software 
attributes  related  to  business  goals. 

IRS  agreed  with  these  recommendations  and  said  that  it  was 
committed  to  developing  consistent  procedures  addressing 
requirements  management,  software  quality  assurance,  software 
configuration  management,  and  project  planning  and  tracking.   It 
also  said  that  it  was  developing  a  comprehensive  measurement  plan 
to  link  process  outputs  to  external  requirements,  corporate  goals, 
and  recognized  industry  standards. 

Specifically  regarding  the  first  recommendation,  IRS  has 
(1)  developed  standard  wording  for  use  in  new  and  existing 
contracts  that  have  a  significant  software  development  component, 
requiring  that  all  software  development  be  done  by  an  organization 
that  is  at  CMM  Level  2,  (2)  developed  a  plan  for  achieving  CMM 
Level  2  capability  on  all  of  its  contracts,  and  (3)  started  to 
implement  a  plan  to  monitor  contractors'  capabilities,  which  may 
include  the  use  of  CMM-based  software  capability  evaluations.   The 
Department  of  the  Treasury  report  also  noted  that  a  schedule  for 
conducting  software  capability  evaluations  was  developed.   However, 
we  found  that  IRS  does  not  yet  have  the  disciplined  processes  in 
place  to  ensure  that  all  contractors  are  performing  at  CMM  Level  2. 
For  example,  contractors  developing  the  Cyberfile  electronic  filing 
system  were  not  using  CMM  Level  2  processes  subsequent  to  our  July 
1995  recommendation.   Further,  no  schedule  for  conducting  software 
capability  evaluations  has  yet  been  developed. 

With  respect  to  the  second  recommendation,  IRS  is  updating  its 
systems  life  cycle  (SLC)  methodology.   The  SLC  is  planned  to  have 


^The  Software  Engineering  Institute  at  Carnegie  Mellon  University 
has  developed  a  model,  the  Software  Capability  Maturity  Model 
(CMM),  to  evaluate  an  organization's  software  development 
capability.   CMM  Level  2  denotes  that  basic  project  mcmagement 
processes  are  established  to  track  cost,  schedule,  and 
functionality  and  that  the  necessary  process  discipline  is  in  place 
to  repeat  earlier  successes  on  similar  projects. 
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details  for  systems  engineering  and  software  development  processes, 
including  all  CMM  key  process  areas.  IRS  has  updated  its  systems 
engineering  process  to  include  guidance  for  defining  and  analyzing 
systems  requirements  and  for  preparing  work  packages.   Further,  IRS 
has  drafted  handbooks  providing  guidance  to  audit  and  verify 
developmental  processes.   In  addition,  IRS  has  developed  a 
configuration  management  plan  template,  updated  its  requirements 
management  request  for  information  services'  documents,  and 
developed  and  implemented  a  requirements  management  course.   The 
Treasury  Department  also  reported  that  IRS  is  testing  the  SLC  on 
two  TSM  efforts.  Integrated  Case  Processing  (ICP)  and  Corporate 
Accounts  Processing  System  (CAPS) .   IRS  also  has  a  CMM  process 
improvement  plan,  and  work  is  being  done  across  various  IRS 
organizations  to  define  processes  to  meet  CMM  Level  2.   Finally, 
IRS  is  assessing  its  capabilities  to  manage  contractors  using  the 
CMM  goals . 

However,  the  procedures  for  requirements  management,  software 
quality  assurance,  software  configuration  mcmagement,  and  project 
planning  and  tracking  are  still  not  complete.   A  software 
development  life  cycle  implementation  project,  which  is  to  include 
these  procedures,  is  not  scheduled  for  completion  until 
September  30,  1996.   In  addition,  software  quality  assurance  emd 
configuration  management  plans  for  two  ICP  projects"  were  not  being 
used,  and  the  groups  developing  software  for  CAPS  do  not  have  a 
software  configuration  memagement  plan  or  a  schedule  for  its 
development.   Further,  ICP  and  CAPS  development  is  continuing 
without  the  guidelines  and  procedures  for  other  process  areas 
(e.g.,  requirements  management,  project  planning,  and  project 
tracking  and  oversight)  required  by  CMM  Level  2. 

Regarding  the  third  recommendation,  IRS  has  a  three-phase  process 
to  (1)  identify  data  sources  for  metrics,  (2)  define  metrics  to  be 
used,  and  (3)  implement  the  metrics.   A  partial  set  of  metrics  was 
identified.   Initial  use  of  these  metrics--populated  with  real  data 
and  in  a  preliminary  format--begem  in  June  1996.   Data  sources  for 
these  metrics  have  been  identified  and  wealcnesses  (such  as 
difficulties  in  retrieving  the  data  and  inconsistencies  in  the 
data)  are  being  documented  to  provide  feedback  to  various  systems' 
owners . 

However,  this  initial  set  of  metrics  is  incomplete.   It  focuses  on 
areas  such  as  time  reporting,  project  sizing,  and  defect  tracing 


'a  request  for  information  services  is  a  process  to  request  changes 
to  IRS'  computer  systems.   This  process  provides  a  way  to  request, 
control,  monitor,  and  track  changes  to  IRS'  computer  systems. 

"The  two  projects  are  the  Case  Processing  System  and  the  Case 
Inventory  Management  System. 
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and  analysis,  but  it  does  not  include  measures  for  determining 
customer  satisfaction  and  cost  estimation.   Such  measures  are 
needed  to  adequately  track  the  needed  functionality  with  associated 
costs  throughout  systems  development.   Further,  there  is  no 
schedule  for  completing  the  definition  of  metrics  or  for 
institutionalizing  the  processes  needed  to  ensure  their  use. 
Finally,  there  is  no  mechanism  in  place  to  correct  identified  data 
and  data  collection  weaknesses. 

In  siimmary,  although  IRS  has  begun  to  act  on  our  recommendations, 
these  actions  are  not  yet  complete  or  institutionalized  and,  as  a 
result,  systems  are  still  being  developed  without  the  disciplined 
practices  and  metrics  needed  to  give  management  assurance  that  they 
will  perform  as  intended. 

Systems  Architectures.  Integration. 
and  Testing  Are  Incomplete 

In  our  July  1995  report,  we  said  that  IRS*  systems  architectures,^^ 
integration  planning,  and  system  testing  and  test  planning  were 
incomplete. 

To  address  IRS'  technical  infrastructure  weaknesses,  we  recommended 
that  the  IRS  Commissioner 

before  December  31,  1995, 

complete  an  integrated  systems  architecture,  including  security,  telecommunications, 
network  management,  and  data  management; 

institutionalize  formal  configuration  management  for  all  newly  approved  projects 
and  upgrades  and  develop  a  plan  to  bring  ongoing  projects  under  formal 
configuration  management; 

develop  security  concept  of  operations,  disaster  recovery,  and  contingency  plans  for 
the  modernization  vision  and  ensure  that  these  requirements  are  addressed  when 
developing  information  system  projects; 

develop  a  testing  and  evaluation  master  plan  for  the  modernization; 


^^A  systems  architecture  is  an  evolving  description  of  an  approach 
to  achieving  a  desired  mission.   It  describes  (1)  all  functional 
activities  to  be  performed  to  achieve  the  desired  mission,  (2)  the 
system  elements  needed  to  perform  the  functions,  (3)  the 
designation  of  performance  levels  of  those  system  elements,  and 
(4)  the  technologies,  interfaces,  and  location  of  functions. 
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establish  an  integration  testing  and  control  facility;  and 

complete  the  modernization  integration  plan  and  ensure  that  projects  are  monitored 
for  compliance  with  modernization  architectures. 

IRS  agreed  with  these  recommendations  and  said  that  it  was 
identifying  the  necessary  actions  to  define  and  enforce  systems 
development  standards  and  architectures  agencywide .   IRS'  current 
efforts  in  this  area  follow. 

—  In  April  1996,  IRS  completed  a  descriptive  overview  of  its 
integrated  three-tier,  distributed  systems  architecture  to 
provide  management  with  a  high-level  view  of  TSM's 
infrastructure  and  supporting  systems.   IRS  has  tasked  the 
integration  support  contractor  to  develop  the  data  and  security 
architectures . 

--  IRS  has  adopted  an  accepted  industry  standard  for  configuration 
management.   It  developed  and  distributed  its  Configuration 
Management  Plan  template,  which  identifies  the  elements  needed 
when  constructing  a  configuration  management  plan.   In  April 
1996,  enterprisewide  configuration  management  policies  and 
procedures  were  established.   IRS  also  plans  to  obtain 
contractor  support  to  develop,  implement,  and  maintain  a 
vigorous  configuration  management  program. 

--  IRS  has  prepared  a  security  concept  of  operations  and  a  disaster 
recovery  and  contingency  plan. 

--  IRS  has  developed  a  test  and  evaluation  master  plan  for  TSM. 

IRS  plans  to  develop  implementation  and  enforcement  policies  for 
the  plan . 

—  IRS  has  established  an  interim  integration  testing  and  control 
facility,  which  is  currently  being  used  to  test  new  software 
releases.   It  is  also  planning  a  permanent  integration  testing 
and  control  facility,  scheduled  to  be  completed  by  December 
1996. 

--  IRS  has  completed  drafts  of  its  TSM  Release  Definition  Document, 
which  is  planned  to  provide  definitions  for  new  versions  of  TSM 
software  from  1997  to  1999,  and  Modernization  Integration  Plan, 
which  is  planned  to  define  IRS'  process  for  integrating  current 
and  future  TSM  initiatives. 

These  activities  start  to  address  our  Recommendations,  but  do  not 
satisfy  any  of  them.   Specifically: 

--  IRS  has  not  completed  its  integrated  systems  architecture  (the 
"blueprints"  of  TSM)  and  has  not  committed  to  a  completion  date. 
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Its  completed  high-level  overview  was  not  intended  to,  and  does 
not  provide,  the  level  of  detail  needed  to  provide  effective 
guidance  to  design  and  build  systems.   For  excimple,  IRS'  concept 
of  a  three- tier,  distributed  architecture  has  not  been 
delineated  to  the  level  needed  to  provide  sufficient  detail  to 
understand  the  security  requirements  and  implications.   It  does 
not,  for  instance,  specify  what  security  mechanisms  are  to  be 
implemented  between  and  among  the  three  tiers  to  ensure  that 
only  properly  authorized  users  are  allowed  to  access  tax 
processing  application  software  and  taxpayer  data.   IRS  is  using 
contractors  to  complete  its  security  and  data  architectures,  but 
has  not  committed  to  a  completion  date.   Meanwhile,  IRS  is 
investing  in  building  TSM  systems  without  the  "blueprints"  that 
are  needed. 

IRS  has  not  yet  brought  its  development,  acceptance,  and 
production  environments  under  configuration  management  control. 
For  example,  there  is  no  disciplined  process  for  moving  software 
from  the  test  to  the  production  environment.   Additionally, 
although  directives  have  been  distributed  to  follow  various  TSM 
systems  development  standards,  no  enforcement  mechanisms  are  in 
place. 

Our  review  of  the  security  concept  of  operations  found  that  the 
document  does  not  identify  selected  security  methods  ouid 
techniques.   For  example,  it  discusses  two  methods  for  providing 
identification  and  authentication  for  controlling  user  access  to 
various  systems  without  specifying  which  method  should  be  used. 
The  security  concept  of  operations  is  also  sometimes 
inconsistent  with  the  security  mechanisms  currently  being 
implemented  on  systems  now  being  developed  and  does  not  indicate 
how,  when,  or  if  these  inconsistencies  will  be  resolved.   The 
specific  methods  and  techniques  are  currently  planned  to  be 
provided  in  different  versions  of  a  planned  technical  concept  of 
operations.   The  first  version  is  currently  planned  to  be 
completed  in  January  1997 . 

IRS"  disaster  recovery  and  contingency  plan  is  a  high-level 
document  for  plamning  that  presents  basic  tenets  for  information 
technology  disaster  recovery  but  not  the  detail  needed  to 
provide  useful  guidamce  in  emergencies.   For  exsunple,  it  does 
not  explain  the  steps  that  computing  centers  need  to  take  to 
absorb  the  workload  of  a  center  that  suffers  a  disaster. 

The  test  and   evaluation  master  plan  provides  the  guidance  needed 
to  ensure  sufficient  developmental  and  operational  testing  of 
TSM.   However,  it  does  not  describe  what  security  testing  should 
be  performed,  or  how  these  tests  should  be  conducted.   Further, 
it  does  not  specify  the  responsibilities  and  processes  for 
documenting,  monitoring,  and   correcting  testing  aind  integration 
errors . 
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--  IRS  is  still  working  on  plans  for  its  integration  testing  and 
control  facility.   In  the  interim,  it  has  established  a 
temporary  facility  which  is  being  used  for  limited  testing.   The 
permanent  facility  is  not  currently  being  planned  to  simulate 
the  complete  production  environment  and  will  not,  for  example, 
include  mainframe  computers.   Instead,  IRS  plans  to  continue  to 
test  mainframe  computer  software  and  systems  which  interface 
with  the  mainframes  in  its  production  environment.   To  ensure 
that  IRS  does  not  put  operations  and  service  to  the  taxpayers  at 
risk,  IRS  should  prepare  a  thorough  assessment  of  its  solution, 
including  an  analysis  of  alternative  testing  approaches  and 
their  costs,  benefits,  and  risks. 

--  IRS'  draft  TSM  Release  Definition  Docioment  and  draft 

Modernization  Integration  Plan  (1)  do  not  reflect  TSM  rescoping 
and  the  information  systems  reorganization  under  the  Associate 
Commissioner,  (2)  do  not  provide  clear  and  concise  links^^  to 
other  key  documents  (e.g.,  its  integrated  systems  architecture, 
business  master  plan,  concept  of  operations,  and  budget) ,  and 
(3)  assume  that  IRS  has  critical  processes  in  place  that 
actually  have  not  been  implemented  (e.g.,  effective  quality 
assurance  and  disciplined  configuration  management) . 

In  summary,  although  IRS  has  taken  actions  to  prepare  a  systems 
architecture  and  improve  its  integration  and  system  testing  and 
test  planning,  these  efforts  are  not  yet  complete  or 
institutionalized,  and,  as  a  result,  TSM  systems  continue  to  be 
developed  without  the  detailed  architectures  and  discipline  needed 
to  ensure  success. 

No  Single  IRS  Entity  Controls  All 

Information  Svstems  Efforts 

In  our  July  1995  report,  we  said  that  IRS  had  not  established  an 
effective  organizational  structure  to  consistently  manage  and 
control  systems  modernization  organizationwide.   The  accountability 
and  responsibility  for  IRS*  systems  development  was  spread  among 
IRS'  Modernization  Executive,  Chief  Information  Officer,  and 
research  and  development  division.   To  help  address  this  concern, 
in  May  1995,  the  Modernization  Executive  was  named  Associate 
Commissioner  for  Modernization.   The  Associate  Commissioner  was  to 
manage  and  control  systems  development  efforts  previously  conducted 
by  the  Modernization  Executive  €md  the  Chief  Information  Officer. 


"For  example,  it  is  not  clear  how  particular  software  releases  are 
tied  to  business  master  plan  goals  and  objectives  and  to  the 
integrated  tremsition  plan  and  schedule's  products  and  services. 
Without  these  links,  the  documents  do  not  provide  importeint 
information  on  how  much  will  be  done  by  each  release,  in  what 
period  of  time,  and  at  what  cost. 
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In  September  1995,  the  Associate  Conunissioner  assumed 
responsibility  for  the  formulation,  allocation,  and  mamagement  of 
all  information  systems  resources  for  both  TSM  amd  non-TSM 
expenditures.   In  February  1996,  IRS  issued  a  Memorandum  of 
Understanding  providing  guidcmce  for  initiating  and  conducting 
technology  research  and  for  transitioning  technology  research 
initiatives  into  system  development  projects. 

It  is  important  that  IRS  maintain  an  orgauiizationwide  focus  to 
manage  amd  control  all  new  modernization  systems  and  all  upgrades 
and  replacements  of  operational  systems  throughout  IRS.   To  do  so, 
we  recommended  that  the  IRS  Commissioner 

give  the  Associate  Commissioner  management  and  control  responsibility  for  all  systems 
development  activities,  including  those  of  IRS'  research  and  development  division. 

Steps  are  being  taken  by  the  Associate  Commissioner  to  estaQDlish 
effective  management  and  control  of  systems  development  activities 
throughout  IRS.   For  example,  its  SLC  methodology  is  required  for 
information  systems  development,  emd  information  technology 
entities  throughout  the  agency  have  been  directed  to  submit 
docximentation  on  all  information  technology  projects  for  review. 
However,  there  is  no  defined  amd  effective  mechamism  for  enforcing 
the  standards  or  ensuring  that  organizational  entities  cauinot 
conduct  systems  development  activities  outside  the  control  of  the 
Associate  Commissioner.   Further,  no  time  fraunes  have  been 
established  for  defining  amd  implementing  such  control  mechauiisms. 
As  a  result,  systems  development  conducted  by  the  research  amd 
development  division  has  now  been  redefined  as  technology  research, 
keeping  it  from  the  control  of  the  Associate  Commissioner. 

In  sximmary,  although  IRS  has  made  improvements  in  consolidating 
management  control  over  systems  development,  the  Associate 
Commissioner  still  does  not  yet  have  control  over  all  IRS'  systems 
development  activities. 

PLANS  MUST  BE  DEFINED  AND 
CAPABILITIES  STRENGTHENED 
BEFORE  OBTAINING  ADDITIONAL 
CONTRACTUAL  SUPPORT 

IRS  plams  to  increase  its  reliauice  on  the  private  sector  by 
(1)  preparing  em  acquisition  plaui  amd  statement  of  work  to  conduct 
am  expedited  competitive  selection  for  a  "prime"  development  and 
integration  contractor,  (2)  tramsferring  responsibility  for  systems 
engineering,  design,  prototyping,  amd  integration  for  core  elements 
of  TSM  to  its  integration  support  contractor,  and  (3)  making 
greater  use  of  software  development  contractors,  including  those 
available  under  the  Treasury  Information  Processing  Support 
Services  (TIPSS) ,  to  develop  amd  deliver  major  elements  of 
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production  TSM  systems.   By  increasing  its  reliemce  on  contractors, 
IRS  expects  to  improve  the  accountability  for  and  probability  of 
TSM  success . 

IRS  plans  to  increase  the  use  of  private-sector  integration  and 
development  expertise  by  expcmding  the  use  of  contractors  to 
support  TSM.   It  outlined  a  three-track  approach  for  transitioning 
over  a  period  of  2  years  to  the  use  of  a  "prime"  contractor  that 
would  have,  according  to  IRS,  overall  authority  and  responsibility 
for  the  development,  delivery,  and  deployment  of  modernized 
information  systems. 

To  facilitate  this  strategy,  IRS  reported  it  would  consolidate  the 
management  of  all  TSM  resources,  including  key  TSM  contractors,  in 
its  Government  Program  Management  Office  (GPMO) .   Under  the  direct 
control  of  the  Chief  Information  Officer,  the  GPMO  will  be 
delegated  authority  for  the  management  and  control  of  the  IRS  staff 
and  contractors  that  plan,  design,  develop,  test,  and  implement  TSM 
components.   IRS  plans  to  have  the  GPMO  fully  staffed  and 
operational  by  October  1,  1996.   IRS  informed  us  that  as  of  August 
29,  1996,  a  director  had  been  appointed  and  over  40  staff  had  been 
assigned  to  the  office.   IRS  representatives  also  told  us  the 
agency  was  currently  developing  a  detailed  contract  management  plaui 
cuid  a  statement  of  work  for  acquiring  its  "prime"  contractor,  and 
believed  it  could  award  a  contract  in  about  2  years. 

IRS'  approach  to  expanding  the  use  of  contractors  to  build  TSM  is 
still  in  the  early  planning  stages.   Because  of  this,  IRS  was 
xinable  to  provide  us  with  formal  plans,  charters,  schedules  or  the 
definitions  of  shared  responsibilities  between  the  GPMO  and  the 
existing  program  and  project  management  staff. 

At  this  point,  it  is  unclear  what  these  IRS  planned  actions  entail, 
or  how  they  will  work.   For  example,  IRS  has  not  specified  how  and 
when  it  plans  to  transfer  its  development  activities  to 
contractors,  cind  to  what  extent  contractors  could  be  held 
responsible  for  existing  problems  in  these  government -initiated 
systems.   This  is  particularly  important  because  if  IRS  continues 
as  planned,  the  principal  TSM  systems  will  be  in  development  and/or 
deployed  before  IRS  plans  to  select  a  "prime"  contractor  in  about  2 
years.   Moreover,  it  is  not  clear  how  the  "prime"  contractor  would 
direct  potential  competitors  that  are  already  under  contract  with 
IRS.   Without  further  explanation  of  cind  a  schedule  for 
transitioning  specific  responsibilities  from  IRS  to  contractors,  we 
ceuinot  fully  understand  or  assess  IRS"  plans. 

Further,  plans  to  use  additional  contractors  will  succeed  if,  and 
only  if,  IRS  has  the  in-house  capeQ^ilities  to  manage  these 
contractors  effectively.   In  this  regard,  there  is  clear  evidence 
that  IRS'  capability  to  manage  contractors  has  weaknesses.   In 
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August  1995,  IRS  acquired  the  services  of  NTIS  to  act  as  IRS" 
"prime  contractor"  for  Cyberfile,  i.e.,  NTIS  was  given  the  overall 
responsibility  for  development,  delivery,  cind  deployment  of  the 
system.   However,  Cyberfile  was  not  developed  using  disciplined 
management  and  technical  practices.   As  a  result,  this  project 
exhibited  many  of  the  same  problems  we  have  repeatedly  identified 
in  other  TSM  systems,  and  after  providing  $17  million  to  NTIS, 
Cyberfile  was  not  ready  for  planned  testing  during  the  1996  tax 
filing  season.   Similarly,  IRS  contracted  in  1994  to  build  the 
Document  Processing  System.   After  spending  over  a  quarter  of  a 
billion  dollars  on  the  project,  IRS  has  now  suspended  the  effort 
and  is  reexamining  some  of  its  basic  requirements,  including  which 
and  how  many  forms  should  be  processed,  and  which  and  how  many  data 
should  be  read  from  the  documents . 

It  is  clear  that  unless  IRS  has  mature,  disciplined  processes  for 
acquiring  software  systems  through  contractors,  it  will  be  no  more 
successful  in  buying  software  than  it  has  been  in  building 
software . 

In  conclusion,  IRS  still  does  not  have  (1)  effective  strategic 
information  management  practices  needed  to  manage  TSM  as  an 
investment,  (2)  mature  and  disciplined  software  development 
processes  needed  to  assure  that  systems  built  will  perform  as 
intended,  (3)  a  completed  systems  architecture  that  is  detailed 
enough  to  guide  and  control  systems  development,  and  (4)  a  schedule 
for  accomplishing  any  of  the  cibove.   Accordingly,  the  Congress 
could  consider  limiting  TSM  spending  to  only  cost-effective 
modernization  efforts  that  (1)  support  ongoing  operations  and 
maintenance,  (2)  correct  IRS'  pervasive  management  and  technical 
weaknesses,  (3)  are  small,  represent  a  low  technical  risk,  and  can 
be  delivered  in  a  relatively  short  time  frcime,  and  (4)  involve 
deploying  already  developed  systems,  only  if  these  systems  have 
been  fully  tested,  are  not  premature- -given  the  lack  of  a  completed 
architecture--and  produce  a  proven,  verifiable  business  value.   As 
the  Congress  gains  confidence  in  IRS'  cibility  to  successfully 
develop  these  smaller,  cheaper,  quicker  projects,  it  could  consider 
approving  larger,  more  complex,  and  more  expensive  projects  in 
future  years . 

Further,  IRS  does  not  manage  all  of  its  current  contractual  efforts 
effectively,  and  its  plans  to  use  a  "prime"  contractor  and 
transition  much  of  its  systems  development  to  additional 
contractors  are  not  well  defined.   Accordingly,  the  Congress  could 
consider  requiring  that  IRS  institute  disciplined  systems 

acquisitions  processes  and  develop  detailed  plans  and  schedules 
before  permitting  IRS  to  increase  its  reliance  on  contractors. 


Mr.  Chairman,  this  concludes  my  statement.   I  will  be  glad  to 
answer  any  questions. 
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STATEMENT  OF 

MICHAEL  P.  DOLAN 

DEPUTY  COMMISSIONER  OF  INTERNAL  REVENUE 

BEFORE  THE 
SENATE  COMMITTEE  ON  GOVERNMENTAL  AFFAIRS 

SEPTEMBER  10, 1996 

Mr.  Chairman  and  Distinguished  Members  of  the  Committee: 

Good  morning.  I  am  pleased  to  be  here  today  to  continue  discussions  of  the 
IRS'  Tax  Systems  Modernization  (TSM)  Program  and  to  address  IRS'  plans  to 
downsize  our  organization.  With  me  are  Arthur  Gross,  Chief  Infomnation  Officer,  and 
Dave  Mader,  Chief  Management  and  Administration. 

In  May,  I  testified  before  this  Committee  on  our  vision  for  a  modernized  Internal 
Revenue  Service,  and  the  progress  that  has  already  been  made  toward  realizing  that 
vision.  Since  that  hearing,  a  number  of  important  things  have  happened.  On  May  6, 
1996,  the  Secretary  of  the  Treasury  submitted  "The  Progress  Report  on  IRS' 
Management  and  Implementation  of  Tax  Systems  Modernization,"  required  by  our  FY 
1996  Appropriations  statute.  We  worked  with  key  officials  at  the  Department  to  ensure 
that  the  Secretary's  report  represented  a  candid  assessment  of  the  problems  and 
issues  associated  with  the  TSM  Program  as  well  as  an  identification  of  the  steps 
required  to  correct  the  known  deficiencies.  We  also  identified  some  areas  in  which  we 
believed  significant  improvement  was  already  underway. 

Another  important  event  for  the  IRS  since  we  were  last  here  is  the  arrival  of  our 
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new  Chief  Information  Officer,  Arthur  Gross.  When  we  last  appeared,  Art  had  just  been 
appointed.  He  has  now  had  an  opportunity  to  develop  his  initial  assessments  and  plans 
for  improvement.  While  I  am  sure  he  will  be  quick  to  tell  you  himself  that  he  has  only 
just  begun  to  take  hold  of  his  new  assignment,  he  has  set  in  motion  a  number  of 
initiatives  that  I  believe  will  not  only  help  correct  past  problems,  but  provide  a  future 
oriented  leadership  that  will  help  ensure  that  the  promise  of  modernization  is  realized. 

Since  our  last  appearance  there  has  also  been  a  significant  amount  of  activity 
surrounding  our  FY  1997  budget.  We  have  devoted  considerable  time  analyzing  the 
impact  of  proposed  funding  reductions  for  the  IRS  upon  our  ability  to  accomplish  our 
basic  operations,  as  well  as  upon  our  ability  to  continue  to  modernize  our  systems. 
While  we  do  not  yet  know  the  outcome  of  the  congressional  deliberations,  we 
appreciate  the  serious  reception  that  our  concems  have  received  and  are  hopeful  that 
some  of  the  most  difficult  of  the  initial  constraints  will  be  relieved. 

As  we  appear  before  you  today,  we  are  both  sot>ered  by  the  problems  of  the 
past  and  resolute  in  our  intent  to  apply  the  lessons  derived  from  those  problems  in  a 
way  that  improves  the  management  of  the  TSM  Program.  Among  other  things,  we 
understand  today  far  better  than  we  did  previously  the  huge  technical  and  managerial 
capacity  required  to  deliver  an  effort  of  the  magnitude  of  the  TSM  Program.  Several  of 
the  actions  we  will  discuss  today  have  been  undertaken  in  order  to  increase  not  only 
the  capacity  available  for  this  program,  but  the  precision  with  which  the  technical  and 
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managerial  disciplines  are  exercised. 

In  addition  to  detailing  the  areas  requiring  correction,  the  Secretary's  report  to 
the  Congress  also  described  the  progress  the  IRS  has  made  in  addressing  some  of  the 
key  concerns  that  were  raised  by  the  General  Accounting  Office.  In  fact,  in  its  review  of 
the  report,  the  GAO  gave  the  IRS  credit  for  over  40  corrective  actions  that  have  already 
been  taken.  We  understand  the  changes  necessary  to  correct  the  TSM  Program 
weaknesses.  Most  of  these  changes  are  actively  underway.  As  with  any  program  this 
complex,  some  of  the  changes  are  either  already,  or  soon  to  be,  effective,  while  others 
will  take  longer  to  be  done  correctly.  We  have  tried  hard  to  be  realistic  about  the 
changes  required  and  have  chosen  to  slow  down  the  program  in  instances  in  which  the 
corrective  action  is  not  yet  far  enough  along  to  mitigate  the  risks  associated  with  the 
identified  problems.     Today,  we  would  like  to  discuss  with  you,  Mr.  Chairman,  and  the 
members  of  this  Committee,  what  we  have  done,  and  what  we  are  doing,  in  five  critical 
areas  to  make  the  TSM  Program  a  success: 

•  Strengthening  management  of  the  Program; 

•  Prioritizing  our  technology  investments; 

•  Improving  Information  Systems  standards  and  architecture; 

•  Establishing  the  Govemment  Program  Management  Office  and  defining  its  role 
in  the  TSM  Program;  and 

•  Expanding  the  use  of  outside  contractors. 

As  I  indicated  eariier,  Congress  is  considering  appropriations  legislation  that 
would  significantly  reduce  TSM  program  funding,  as  well  as  funds  for  supporting 
production  systems.  We  are  concemed  with  the  extent  of  these  reductions,  and  have 
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provided,  to  the  Senate  and  the  House,  our  concerns  over  the  impacts  of  these 
reductions  both  on  our  capacity  to  support  critical  operating  systems  and  to  continue 
with  Tax  Systems  Modemization. 

In  addition  to  baselining  the  costs  and  resources  needed  to  maintain  and  support 
operating  systems,  our  analysis  identifies  the  need  to  staff  critical  "stay  in  business" 
functions  including: 

•  Century  Date  Change  (year  2000):  Most  legacy  systems  are  programmed  to 
display  GO  in  the  year  fields  beginning  on  January  1,  2000,  therefore,  causing 
date-based  calculations  unintentionally  to  interpret  the  year  field  as  1900. 
Failure  to  identify,  recede,  and  retest  each  of  these  date-based  fields  would 
corrupt  data  and,  in  the  instance  of  the  IRS,  result  in  the  generation  of  millions  of 
erroneous  nofices,  refunds,  bills,  interest  calculations,  taxpayer  account 
adjustments,  accounting  transactions,  and  financial  reporting.  Put  another  way  - 
the  IRS'  capability  to  carry  out  its  mission  would  be  jeopardized. 

To  date,  the  IRS  has  identified  62  million  lines  of  code  in  our  corporate  systems, 
which  may  require  more  than  2000  work  years  of  effort  on  the  part  of  both  the 
IRS  and  its  contractors  to  ensure  these  critical  systems  are  modified  to  be 
century  date  compliant  by  January  1 ,  1999. 

•  Additionally,  the  Quality  Assurance  function,  responsible  for  testing  the  accuracy 
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and  integrity  of  systems  prior  to  implementation,  has  been  depleted  over  the 
previous  three  years  to  the  extent  that  the  staff  represents  only  10  percent  of  the 
total  resources  dedicated  to  systems  design  and  development.  Industry 
standards  for  the  Quality  Assurance  function  range  from  30  to  45  percent  of  the 
total  resources  involved  in  systems  development. 

We  are  proposing  a  phased  risk  mitigation  plan  that  would  reassign  qualified 
IRS  staff  to  Quality  Assurance  over  a  two-year  period.  By  1 998.  we  project  a 
Quality  Assurance  function  to  be  staffed  by  approximately  500  personnel,  which 
represents  25  percent  of  the  total  systems  development  resources  and  more 
closely  conforms  with  industry  standards. 

Although  many  of  the  personnel  to  t>e  assigned  to  the  century  date  project  and 
Quality  Assurance  would  be  Information  Systems  (IS)  employees,  the  IS  organization 
must  also  downsize  while  absorbing  a  significant  new  workload  stemming  from  recently 
enacted  tax  legislation  mandating  major  systems  enhancements  and  the  development 
of  new  systems  (e.g.  Medical  Savings  Accounts).  The  impacts  of  the  downsizing  will 
include: 
•         Reductions  in  force  largely  dictated  by  arbitrary,  rule-driven  processes  (e.g.. " 

"bump  and  retreaf ); 
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•  Losses  from  an  already  limrted  cadre  of  talented  IS  staff;  and 

•  Probable  program  disruption. 

Accordingly,  we  are  actively  developing  risk  mitigation  plans  to  preserve  the 
computer  operations  supporting  the  filing  season  and  other  critical  operating  systems. 
Strengthening  Modernization  Management 

During  its  recent  review  of  the  TSM  Program,  the  GAO  reacted  favorably  to  the 
IRS'  consolidation  of  management  control  over  systems  development  throughout  the 
IRS.    Under  the  Associate  Commissioner's  and  ClO's  lead,  the  management  and 
oversight  of  the  TSM  Program  has  been  consolidated  through  a  series  of  organizational 
and  process  changes  -  several  of  which  will  be  highlighted  in  my  testimony.  We 
understand  that  the  procedures  and  reorganizations  do  not  by  themselves  accomplish 
anything;  however,  when  complemented  by  effective  management,  we  believe  these 
changes  will  appreciably  improve  some  of  our  most  troublesome  problems. 

We  have  reviewed  the  critical  management  components  of  the  TSM  Program 
and  are  making  significant  changes.  The  IRS  is  adopting  management  practices  to 
improve  our  overall  program  management  capabilities  and  to  establish  a  Government 
Program  Management  Office,  discussed  in  greater  detail  later  in  the  testimony.    In  full 
partnership  with  the  GAO,  we  completed  a  self-assessment  comparing  our  activities  to 
the  GAO's  Best  Practices  for  Strategic  Information  Management.    The  IRS  was  one  of 
the  first  federal  agencies  to  complete  such  an  assessment,  relying  on  an  extensive 
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analysis  by  both  field  and  headquarters  staff.  The  self-assessment  confinned  many  of 
the  GAO's  findings,  including  the  need  to  implement  a  complete  process  for  selecting, 
prioritizing,  controlling,  and  evaluating  the  progress  and  performance  of  all  major 
infomfiation  system  projects. 

To  address  this  concern,  we  put  in  place  an  investment  review  process  based  on 
GAO's  Best  Practices.  An  integral  part  of  this  discipline  is  the  Investment  Review 
Board  (IRB),  which  was  established  in  October  1995.  The  IRB,  which  is  chaired  by  the 
Associate  Commissioner  for  Modemization  and  comprised  of  IRS'  Chief  Officers,  a 
Regional  Commissioner,  and  Treasury  Executives,  is  responsible  for  assessing  and 
prioritizing  information  systems  expenditures,  monitoring  progress  of  spending  against 
plans,  and  evaluating  the  results  of  those  investments.  Investments  in  information 
systems  technology,  regardless  of  the  funding  source,  must  be  approved  by  the  IRB. 

The  IRB  ensures  that  all  of  our  information  systems  investments  will  be 
subjected  to  a  rigorous  analysis  t>efore  funds  are  expended.  An  integral  part  of  this 
process  is  the  development  of  business  cases,  which  are  used  by  the  IRB  to  evaluate 
the  benefits  and  costs  of  an  initiative  against  IRS'  strategic  objectives.  The  initial  set  of 
business  cases  for  TSM  Program  projects  has  been  updated  to  reflect  the  most  current 
cost-benefit  information.  By  Septeml>er  1996,  ten  more  business  cases  will  be 
updated.  In  addition,  the  IRS  is  putting  in  place  a  process  for  reviewing  all  business 
cases  on  a  regular  basis  to  ensure  that  they  are  current. 
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We  also  are  evaluating  the  "post  implementation"  resuKs  of  our  already 
deployed  TSM  Program  investments  through  Investment  Evaluation  Reviews.  The 
GAO  indicates  that  the  IRS  has  made  progress  in  this  area  and  that  investment  reviews 
are  conducted  more  frequently  by  the  IRS  than  most  other  federal  agencies.  Thus  far, 
Investment  Evaluation  Reviews  have  been  completed  for  Corporate  Files  On-Line\  the 
Service  Center  Recognition  Image/Processing  System  (SCRIPS)^  TaxLink^,  the 
Integrated  Collection  System  (ICS)*.  the  Enforcement  Revenue  Information  System®, 
and  TeleFile®.  We  are  on  schedule  to  complete  two  more  reports  by  the  end  of 


'Corporate  Files  On-Line  provides  IRS  employees  with  improved  access  to 
tax  return  information,  eliminating  the  need  to  spend  weeks  trying  to 
locate  tax  returns. 

^  The  Service  Center  Recognition  Image  Processing  System  is  a  character 
recognition  and  imaging  system  for  processing  single-sided  documents, 
reducing  manual  entry-  of  tax  data 

^TaxLink  enables  business  taxpayers  to  make  their  Federal  Tax  Deposits  via  electronic 
ftinds  transfer,  reducing  paperwork  for  taxpayers  and  saving  the  government  money.  As 
of  August  17,  1996,  over  67,000  taxpayers  have  already  deposited  $329.6  billion  using 
this  system. 

^The  Integrated  Collection  System  makes  IRS  Revenue  Officers  more 
productive  in  their  dealings  with  taxpayers  by  providing  access  to 
updated  taxpayer  account  information  through  laptop  computers. 

'The  Enforcement  Revenue  Information  System  (ERIS)  integrates  data  from 

the  Master  File  and  other  information  systems  to  provide  a  comprehensive  picture  of 

enforcement  activity.  It  is  used  to  track  revenues  raised  by  Compliance  Initiative  funds. 

*TeleFile  enables  taxpayers  to  file  simpler  tax  returns  using  their  touch  tone  telephone. 
This  filing  season,  almost  2.9  million  taxpayers  took  advantage  of  the  TeleFile  option. 
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September  1996,  including  the  Telephone  Routing  Interactive  System  and  an  updated 
review  of  SCRIPS.  The  reviews  completed  thus  far  have  shown  that  we  have  improved 
our  business  in  many  areas,  including  an  increase  in  productivity  of  over  30  percent  for 
Revenue  Officers  who  use  ICS. 

We  also  are  conducting  project  readiness  reviews  with  the  support  of  the 
Federally  Funded  Research  and  Development  Center  (FFRDC)  to  ensure  that  planned 
efforts  are  consistent  with  the  management  and  technical  capabilities  of  IRS  and  our 
contractors.  An  initial  series  of  six  TSM  projects  were  reviewed  this  summer.  In  these 
reviews,  we  analyze  project  plans,  costs,  and  schedules  for  the  purpose  of  gauging 
project  readiness  before  proceeding  with  funding. 

In  addition  to  the  activities  of  the  IRB,  the  Department  of  Treasury  continues  to 
work  in  partnership  with  the  IRS  on  this  critically  important  effort  to  modernize  the 
technology  used  in  the  tax  administration.  The  establishment  of  the  Modernization 
Management  Board  (MMB),  chaired  by  the  Deputy  Secretary  of  the  Treasury,  provides 
a  forum  for  Treasury's  direct  oversight  of  TSM.  The  MMB  is  a  vehicle  for  integrating 
long-term  strategic  concerns  with  day-to-day  management  decisions  and  for  enhancing 
current  review  and  oversight  processes  without  duplicating  functions. 
Prioritizing  Investments 

Because  of  the  budget  outlook,  customer  expectations,  and  the  new 
opportunities  provided  by  technology,  this  past  year  we  have  undertaken  a  broad-based 
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review  of  our  TSM  Program  plans.  Using  the  lessons  learned  from  GAO's  Best 
Practices,  we  reexamined  the  entire  TSM  Program  to  ensure  that  information 
technology  investments  produce  the  maximum  business  value.  Projects  were 
evaluated  against  our  overall  objectives  in  order  to  establish  more  achievable  and 
affordable  investment  priorities  for  the  TSM  Program. 

Both  the  IRS  and  Treasury  agree  with  the  GAO  that  money  should  only  be  spent 
when  it  can  be  invested  soundly  and  when  it  serves  the  best  interests  of  taxpayers 
relative  to  other  spending  priorities.  In  conjunction  with  the  Treasury  Department,  two 
specific  actions  have  been  taken  that  meet  the  spirit  of  the  proposals  contained  in  the 
GAO's  report: 

•  The  FY  1997  budget  request  for  the  TSM  Program  has  been_reduced. 

•  Funding  will  be  approved  only  for  those  projects  with  favorable  business  cases 
and  satisfactory  readiness  reviews. 

During  the  May  9,  1996,  hearing.  Senator  Glenn  emphasized  the  need  for  clearly 
articulated  plans  and  schedules  for  implementing  the  TSM  Program  and  the  need  for 
management  tools  to  monitor  our  progress.  The  IRS  does  have  such  a  system  in 
place.  The  Integrated  Transition  Plan  and  Schedule  (ITP/S)  provides  a  program-level 
view  for  realizing  our  Business  Vision.  It  presents  a  year-by-year  transition  plan  for 
building  the  new  capabilities  that  will  ultimately  result  in  moving  from  the  current 
environment  to  the  TSM  environment  of  the  future.  The  ITP/S  provides  the  means  to 
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verify  achievement  of  milestones  as  evidence  of  advancement  tov\/ard  IRS'  vision. 
Progress  against  these  milestones  is  reviewed  as  part  of  the  ongoing  program- 
perfomnance  monitoring  and  investment  review  process  and  will  be  used  to  initiate 
changes  in  the  business  cases  and  investment  approvals. 

We  have  also  taken  aggressive  steps  to  supplement  our  staff  with  experienced 
technical  leadership  from  outside  the  IRS.  Arthur  Gross  was  hired  as  our  new  Chief 
Information  Officer  after  a  national  search.  Mr.  Gross  was  responsible  for  a  successful 
technology  modemization  program  for  the  New  York  State  tax  administration,  and  he 
has  a  keen  appreciation  for  the  problems  with,  and  concerns  about,  the  TSM  Program 
and  the  future  challenges.  His  New  York  State  experience  is  particulariy  relevant  to  the 
job  we  have  asked  him  to  do,  since  under  his  leadership,  the  New  Yori<  State  tax 
administration  deployed  advanced  technologies,  built  integrated  systems,  and  utilized 
private  contractors  extensively.  We  are  confident  that  he  is  the  best  person  to  do  the 
job  that  needs  to  be  done.  With  the  additional  expertise  that  is  being  made  available  to 
him  and  an  opportunity  for  him  to  get  to  wori<,  we  will  be  able  to  report  measurable 
progress  on  the  TSM  Program  before  October  1996,  assuming  sufficient  resources  are 
available. 
Improving  Information  Systems  Standards  and  Architecture 

The  unique  challenge  of  the  Tax  Systems  Modemization  Program  is  the 
complexity  of  successfully  integrating  two  extraordinarily  complex  disciplines- 
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information  technology  and  business  processes  that  support  the  tax  administration 
system.  Compounding  that  challenge  is  the  reality  that  throughout  the  year,  the  billions 
of  data  elements  that  must  be  recorded  and  available  for  retrieval,  are  received  from 
more  than  200  million  businesses  and  individuals.  This  challenge  is  made  even  greater 
by  the  tens  of  millions  of  account  changes  each  year,  for  example,  amended  returns 
and  installment  payments  that  must  all  be  recorded  and  available  for  retrieval. 

The  technical  challenge  of  the  TSM  Program  is  to  process  data  timely, 
accurately,  and  efficiently  while  synchronizing  the  data  flows  so  that  timely  and  correct 
infomnation  can  be  made  available  to  the  IRS  compliance  and  customer  service 
operations  to  enforce  the  tax  code  properly  and  provide  customer  service. 

Factors  critical  to  the  successful  implementation  of  the  TSM  Program  include 
completing  the  overall  TSM  program  design  and  architecture.  The  design  and 
architecture  are  the  blueprints  which  will  ensure  that  the  hardware,  software, 
telecommunications,  and  security  infrastructure  will  support  the  computerized  functions, 
and  that  the  necessary  data  can  be  accessed  from  various  data  bases  cost  effectively 
and  in  accordance  with  response  times  determined  by  business  requirements. 

While  completing  the  overall  design  and  architecture,  we  recognize  that  it  is 
critical  to  develop  and  apply  Systems  Life  Cycle  (SLC)  standards.  These  standards 
ensure  that  systems  are  implemented  in  accordance  with  a  discipline  of  careful 
planning  and  control  so  that  they  are  delivered  on  time  and  within  budget  with  agreed  to 
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functionality,  in  other  words,  that  the  systems  do  what  everyone  involved  -  the 
business  owners  and  the  builders  -  agreed  they  were  supposed  to  do.  Each  of  the 
discrete  TSM  Program  projects  must  integrate  one  with  the  other  as  well  as  with  our 
existing  legacy  systems,  until  these  systems  that  were  implemented  over  35  years  ago 
are  fully  replaced. 

Our  1997  Fiscal  Year  Operations  Plan,  therefore,  focuses  on  the  completion  of 
the  TSM  Architecture  by  May,  1997.  At  the  same  time,  we  project  that  the  SLC 
Discipline,  recently  adopted  by  the  CIO,  will  be  trained,  deployed,  and  enforced  through 
the  organization  during  1997. 

We  understand  that  neither  of  these  objectives  can  be  achieved  without 
extensive  use  of  contractors  with  the  requisite  technical  management  expertise  and 
experience. 
Establishing  The  Government  Program  Management  Office 

To  oversee  this  effort,  we  are  creating  a  Govemment  Program  Management 
Office  (GPMO)  that  will  be  staffed  with  experienced  senior  technical  management 
personnel.  They  will  provide  an  immediate  infusion  of  the  requisite  skills,  knowledge, 
and  abilities  to  complete  the  architecture  and  the  SLC  discipline,  while  positioning  the 
IRS  to  undertake  the  systems  development  projects,  which  will  be  principally  directed 
by  outside  contractors.  The  GPMO  includes  detailees  from  the  Presidential  Technology 
Team  (PTT)  and  from  recruitment  of  information  technology  experts  from  other 
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government  agencies.  The  IRS  has  been  selected  as  the  first  pilot  agency  for  ttie  PTT, 
which  was  established  by  the  Office  of  Management  and  Budget  to  make  experienced 
technical  personnel  from  across  government  available  to  work  with  agencies  on  large 
scale  system  deveiopnient  initiatives.  We  plan  to  extract  the  maximum  k>enefit  from  the 
newly-instituted  PTT,  in  order  to  assist  us  in  improving  the  TSM  Program. 

Additionally,  the  GPMO  will  be  staffed  by  senior  technical  management 
personnel  sourced  from  the  Integration  Support  Contractor  and  the  FFRDC.  A  core 
staff  of  40  has  already  been  assembled  and  the  GPMO  Director,  Sarah  Witt>eck, 
appointed  effective  September  23, 1996.  Ms.  Witt>eck  brings  a  wealth  of  experience  in 
managing  the  development  of  large  complex  tax  administration  systems  in  New  York 
State. 

The  GPMO  will  report  directly  to  the  Chief  Infomnation  Officer  (CIO)  and  the 
Deputy  CIO  for  Tax  Systems  Modernization.  The  GPMO  is  positioned  to  access  the 
resources  needed  within  both  the  existing  IRS  infomnation  systems  organization  and 
the  private  sector.  The  fact  that  the  GPMO  reports  to  the  CIO  underscores  his 
commitment  to  manage  personally  the  delivery  of  systems  as  defined,  on  schedule  and 
within  budget. 

The  GPMO  will  be  organized  around  three  functional  areas.  A  contracts 
management  function  will  coordinate  with  the  IRS  procurement  office  to  acquire  the 
requisite  contractor  goods  and  services  through  competitive  procurement.  The 
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contracts  management  function,  staffed  exclusively  by  government  personnel,  will  also 
be  responsible  for  day-to-day  contract  administration  functions. 

Project  offices  will  be  established  for  eacfi  TSM  Program  project.  Tfiese  offices 
will  be  responsible  and  accountable  for  all  systems  development  activities  ranging  from 
the  definition  of  business  requirements  through  design,  development,  integration 
testing,  implementation,  and  post-production  support.  Only  after  a  system  is  fully 
stabilized  and  in  a  production  environment,  will  it  be  migrated  to  the  IRS  systems 
maintenance  and  support  organization.  The  Director  of  each  project  office  will  be 
responsible  and  accountable  for  adherence  to  the  project  schedule,  controlling 
spending  to  conform  with  the  project  budget  and  developing  the  system  in  compliance 
with  the  business  requirements,  SLC  standards,  and  the  overall  design  and 
architecture. 

Since  the  success  of  the  project  office  will  depend  on  its  authority  to  acquire  the 
necessary  resources  timely,  a  program  management  function  will  be  created  to  be 
responsible  for  acquiring,  allocating,  assigning,  and  maintaining  the  distribution  of  all 
needed  resources,  including  contractor  personnel,  IRS  personnel,  equipment, 
hardware,  or  software  in  accordance  with  the  time  frames  and  specifications  set  forth  by 
each  project  office. 

The  simultaneous  development  of  multiple  TSM  Program  projects,  the  need  to 
internee  the  new  TSM  systems  one  with  the  other  and  to  the  existing  legacy  systems, 
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and  the  need  to  continue  to  modify  the  legacy  systems  (e.g..  Year  2000  changes), 

require  the  creation  of  a  global  project  planning  office,  which  will  integrate  the  critical 

path  milestone  schedule  of  each  project,  highlight  interdependencies  between  and 

among  projects,  and  monitor  overall  expenditures  against  budget  and  each  project's 

compliance  with  defined  business  requirements,  SLC  standards,  and  the  overall 

architecture. 

Expanding  The  Use  Of  Contractors 

To  achieve  the  objectives  of  the  project  offices  and  the  Govemment  Program 
Management  Office,  it  is  essential  to  infuse  these  organizations  with  skilled  and 
experienced  senior  technical  managers  derived  largely  from  the  world  class  technology 
companies  providing  contractual  services  to  the  IRS.  By  shifting  the  concentration  of 
these  companies'  resources  from  discrete  technical  tasking  to  program  and  technical 
management  responsibilities,  the  IRS  will  significantly  strengthen  its  technical 
management  capacity. 

Mr.  Chairman,  the  IRS  has  taken  seriously  the  concems  raised  about  the  TSM 
Program  and  that  we  are  taking  aggressive  actions  to  address  the  weaknesses  that 
have  t>een  identified.  Many  of  these  problenrts  did  not  occur  overnight  nor  can  be 
corrected  overnight.  We  hope,  however,  that  we  have  given  you  some  idea  of  what  is 
undenA^ay  to  complete  the  design  and  architecture  and  then  complete  the  systems  as 
defined  on  schedule  and  within  budget. 
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Downsizing 

Now,  I  would  like  to  discuss  with  you  and  the  other  Members  of  the  Committee  a 
very  difficult  subject  for  all  of  us  at  the  IRS  -  the  downsizing  of  our  workforce.  The 
message  from  Congress  and  the  Administration  to  all  of  govemment  has  been  clear, 
especially  in  the  budget  process  -  govemment  must  get  smaller  and  be  more  efficient. 
That  translates  into  fewer  jobs  and  fewer  federal  employees.    I  can  tell  you  from 
personal  experience  that  making  govemment  smaller  is  very  hard  to  do,  especially 
when  you  begin  to  match  the  names  and  faces  of  dedicated  and  hardworking  men  and 
women  to  positions  that  are  being  eliminated.  We  are  faced  with  some  very  tough 
choices  -  we  must  reduce  our  size  and  at  the  same  time  maintain  acceptable  levels  of 
customer  service,  compliance,  and  revenue  receipts.  I  believe  our  current  workforce 
plan  will  achieve  this  balance. 

Prior  to  the  current  initiative  to  reduce  the  size  of  govemment,  the  IRS  was  well 
on  its  way  to  finding  more  efficient  and  effective  ways  to  accomplish  its  mission.  Our 
workforce  downsizing  began  with  the  Business  Vision  we  developed  three  years  ago  to 
streamline  operations  and  reduce  costs.  We  assumed  that  future  budgets  would  be 
static,  and  our  workload  would  continue  to  rise.  We  studied  how  and  where  work  was 
being  done,  looking  for  opportunities  for  efficiencies.  As  a  result,  we  decided  to 
consolidate  field  operations  into  fewer  sites,  increase  spans  of  managerial  control  to 
gain  economies  of  scale,  and,  where  possible,  trade  headquarters  staff  positions  for 
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front-line  jobs.  We  have  been  implementing  the  Business  Vision  in  phases  over  the 
past  three  years,  keeping  Members  of  Congress  informed  at  critical  points  along  the 
way,  and  w/orking  in  full  partnership  with  the  National  Treasury  Employee's  Union. 

To  date,  we  have  decreased  our  regions  from  seven  to  four,  and  our  district 
headquarters  offices  from  63  to  33.  We  are  consolidating  70  automated  collection  and 
toll-free  service  operations  now  in  44  locations  into  23  customer  service  sites,  and  we 
have  reduced  the  number  of  locations  from  which  we  provide  administrative  support 
from  80  to  22.  More  recently,  we  tumed  our  attention  to  the  National  Office  to  look  for 
savings  that  might  be  redirected  to  front-line  operations.  We  have  identified  staff 
positions  in  our  headquarters  offices  that  we  will  eliminate  and  we  anticipate  more 
reductions  in  the  Information  Systems  organization  as  the  FY  1997 -budget  comes  into 
focus.  Overall,  these  changes  will  result  in  the  elimination  of  over  5000  positions.  We 
have  streamlined  organizational  designs  and  eliminated  layers  of  management, 
keeping  customer  service  levels,  compliance,  and  revenue  receipts  constant.  These 
consolidations  allow  us  to  do  the  same,  or  more,  work  with  fewer  resources.  This 
translates  to  a  smaller,  more  efficient,  IRS  and  that  means  fewer  IRS  employees. 

Our  intent  in  implementing  our  Business  Vision  was  to  retain  some  of  the  staff 
savings  and  invest  them  in  front-line  customer  service  and  compliance  positions, 
gradually  downsizing  offices  where  jobs  were  being  eliminated.  For  nearly  three  years, 
we  have  used  special  placement  programs,  career  development  and  retraining 
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programs,  early-out  retirements,  and  attrition  to  draw  down  the  population  of  displaced 
workers.  We  planned  on  using  some  of  the  6300  new  positions  created  by  the  FY  1995 
Compliance  initiative  to  decrease  the  impact  of  eliminating  positions  on  our  employees. 

As  you  know,  the  Compliance  Initiative  funding  was  cut  off  after  the  first  year. 
This  took  away  what  flexibility  we  had  to  continue  to  downsize  gradually  in  two  ways. 
First,  we  promoted  or  reassigned  over  4300  of  our  existing  employees  into  these  new 
jobs,  which  created  vacancies  for  displaced  workers  to  fill.  When  the  funding  ended, 
we  could  not  fill  those  vacancies.  Second,  we  filled  the  remaining  Compliance  Initiative 
positions  from  outside  of  the  IRS,  which  left  us  with  long-term  career  status  employees 
whose  salaries  now  had  to  be  absorbed  in  the  reduced  budget,  increasing  our  salary 
expenses.  Our  first  budget  decrease  in  40  years  stopped  our  effort  to  increase 
positions  at  the  front  line,  also  ending  a  source  of  continued  employment  for  many. 
Attrition  and  early-out  retirements  were  the  only  tools  available  to  us  to  downsize,  and 
they  were  not  adequate  for  the  task.  We  have  been  operating  under  a  nationwide 
hiring  freeze  since  June  1995,  losing  people  randomly,  sometimes  in  critical  compliance 
and  customer  service  positions  that  we  have  had  to  leave  vacant.  We  were  not  able  to 
complete  our  Business  Vision  reorganizations,  stabilize  the  organization,  and  gain  the 
longer  term  benefits  of  reduced  overhead  and  more  efficient  business  operations. 

The  IRS  has  a  choice  of  maintaining  its  current  size  and  employment  levels,  or 
reducing  its  payroll  by  a  net  $750  million  over  the  next  five  years  (factoring  in  the  one- 
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time  costs  of  a  reduction  in  force  and  filling  about  1400  critical  vacancies.)  The 
Commissioner  and  I  decided,  in  consultation  with  the  Department  of  the  Treasury,  to 
prepare  for  a  reduction  in  force  (RIF.)  If  we  do  not  act  quickly  to  reduce  our  workforce, 
the  expected  FY  1997  budget  will  be  consumed  by  salaries  and  we  will  not  be  able  to 
pay  the  operating  expenses  that  allow  our  compliance  and  customer  service  employees 
to  do  their  jobs.  It  is  this  prospect  for  FY  1997  that  drove  our  decision.  There  are 
currently  about  5000  field  and  National  Office  employees  who  are  occupying  positions 
that  are  no  longer  required  in  their  current  locations  and  have  been  identified  for 
elimination.  Although  this  represents  under  5%  of  the  IRS  workforce,  the  decision  is  no 
less  difficult. 

The  IRS  is  doing  all  it  can  to  minimize  the  use  of  RIF,  providing  job  outplacement 
services,  holding  open  any  vacancies  we  have  for  those  affected  by  the 
reorganizations,  using  early-out  retirements  in  selected  locations,  and  requesting 
approval  for  the  use  of  cash  buy-outs.  We  are  working  with  the  Department  of  the 
Treasury  to  put  in  place  an  IRS  Career  Transition  Assistance  Program  (CTAP),  part  of  a 
Government-wide  program  to  assist  employees  who  are  directly  affected  by  a  potential 
RIF  by  giving  them  priority  consideration  for  jobs  in  their  commuting  areas.  The  CTAP 
also  will  supply  employees  with  some  transition  services  such  as  outplacement 
assistance. 

Obviously,  the  most  successful  RIF  is  one  where  no  one  leaves  involuntarily,  but 
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our  experience  over  the  past  few  years  shows  that  attrition,  specialized  placement 
programs,  outplacement,  and  early-out  retirements  will  most  likely  not  achieve  the 
necessary  reductions.  We  will  continue  to  work  toward  safe  landings  for  our 
employees.  If  these  efforts  do  not  achieve  the  required  reductions,  the  IRS  will  conduct 
a  RIF,  separating  employees  who  are  occupying  positions  that  have  been  eliminated. 

With  a  reduced  budget  and  a  smaller  IRS,  we  must  find  ways  to  get  our  job 
done,  but  not  necessarily  in  the  same  ways  as  in  the  past.  In  some  of  our  discussions 
with  you  and  your  staffs,  for  example,  we  have  heard  concerns  about  decreasing  levels 
of  constituent  services,  particularly  in  the  Problem  Resolution  Program.  We  are 
committed  to  sustaining  those  services,  but  we  will  provide  them  more  efficiently  from 
the  33  district  office  locations.  A  problem  resolution  employee  will  remain  on-site  in 
former  district  office  locations,  toll-free  services  will  not  be  reduced,  and  we  will  not  be 
closing  any  more  taxpayer  walk-in  offices  below  the  FY  1 996  level.  We  will  continue 
improving  our  service  by  making  better  use  of  available  technology  -  through  TeleTax, 
interactive  voice  response  units,  Intemet  Home  Page,  forms  and  publications  on  CD- 
ROM  and  other  electronic  means  that  allow  us  to  reach  a  greater  number  of  taxpayers. 

To  compensate  for  the  decreases  in  staff,  we  have  reengineered  many  of  our  tax 
related  and  administrative  processes  to  be  less  labor  intensive  and  by  taking  advantage 
of  available  technology.    For  example,  through  an  innovation  we  call  TeleFile, 
taxpayers  are  able  to  file  simpler  tax  retums  using  their  touch  tone  telephone. 

IRS  employees  are  facing  their  most  difficult  challenge,  coping  with  the  potential 
for  a  reduction  in  force  and,  at  the  same  time,  dealing  with  increased  criticism  that 
seems  to  be  leveled  at  them  mainly  because  they  collect  the  country's  taxes.  These 
men  and  women  perfonn  a  vital  sen/ice  to  the  country  and  they  are  good  at  their  jobs. 

This  concludes  my  testimony.  My  colleagues  and  I  would  be  happy  to  respond 
to  any  questions  you  may  have. 
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Good  morning  Mr.  Chairman  and  members  of  Ihe  Committee.  I  am  Robert  P.  Clagett,  chair  of  the 
National  Research  Council's  Committee  on  Review  of  the  Tax  Systems  Modernization  (TSM)  of  the 
Internal  Revenue  Service.  Our  committee  issued  its  final  report,  which  it  completed  and  transmitted  to  the 
IRS  in  December  1995,  in  February  1996.  As  you  know,  I  testified  on  that  work  before  this  committee  in 
March  1996. 

My  statement  today  is  based  on  an  informal  and  personal  review  of  the  documents  furnished  to  me 
by  committee  staff:  Mr.  Dolan's  testimony  of  May  9,  1996;  the  GAO  testimony  of  May  9,  1996;  and  the 
three  volumes  of  the  Department  of  the  Treasury's  testimony  of  May  6,  1996.  My  remarks  are  my  own 
because  the  committee  I  chaired  has  disbanded  and,  as  a  result,  I  have  not  had  the  opportunity  to  discuss 
recent  developments  and  other  new  material  in  the  May  presentations  with  the  former  committee  nor  with 
the  IRS.  I  will  concentrate  my  remarks  on  the  Treasury  volumes;  the  other  two  documents  are  largely 
repeats  of  earlier  testimony. 

In  my  earlier  testimony  in  March,  I  responded  to  a  question  about  whether  more  of  TSM  should  be 
contracted  out  by  saying  I  felt  the  IRS  was  too  far  along  on  existing  projects,  but  new  projects  were 
certainly  candidates.  I  later  answered  Senator  Stevens'  question  about  what  to  do  right  now  by 
recommending  cutting  back  TSM  to  a  single  key  project  (specifically.  Integrated  Case  Processing,  or  ICP) 
and  directing  IRS  to  focus  its  best  talent  on  completion,  testing,  field  trials,  and  full  deployment  before 
allowing  the  ne.\t  project  to  start.  This  approach,  recommended  by  the  NRC  committee,  would  allow  the  . 
time  and  resource  allocation  necessary  to  complete  such  urgently  needed  components  as  a  full  set  of 
interface  standards  to  allow  each  TSM  module  to  interface  seamlessly  with  every  other.  A  related  need 
would  be  a  set  of  security  standards,  which  designers  need  in  hand  before  too  much  more  development 
takes  place.  Focusing  on  a  single,  critical  project  would  make  TSM  take  much  longer  to  complete  but  give 
a  much  better  likelihood  of  TSM  success. 

Tlie  Treasury  testimony  presents  a  plan  that  is  in  some  ways  more  dramatic,  in  other  ways  less. 
The  "sharp  turn"  described  in  those  documents  will  assign  much  current  IRS  systems  engineering,  design, 
development,  and  integration  to  the  Integration  Support  Contractor.  In  addition,  software  contractors  will 
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develop  and  deliver  major  elements  of  production  TSM  systems.  Finally,  within  ^vo  years,  IRS  plans  to 
hire  a  prime  development  and  integration  contractor. 

My  view  is  that  these  are  very  positive  steps  that  should  have  been  taken  much  earlier,  but  my 
concern  is  with  what  I  might  call  less  dramatic  change.  Plans  are  for  TSM  to  continue  at  its  current  pace 
with  even  more  developers  working  on  it,  while  standard  interfaces  and  security  standards  have  still  not 
been  developed.  Tlie  outside  contractors  could  press  for  such  standards,  but  they  can  fulfill  their  obligations 
without  them.  Contractors  often  tend  not  to  press  the  organization  for  which  they  are  doing  the  work  too 
hard.  Also,  I  said  in  testimony  before  you  in  March  that  there  are  10  outside  developers  for  each  IRS 
developer  today.  The  Treasury  report  outlines  a  plan  for  IRS  to  get  to  CMM  level  2.  It  also  states  that 
all  software  contractors  must  be  at  least  at  level  2  now.  Since  IRS  is  currently  at  level  1  and  will  be  for  a 
year  or  two  at  best,  the  agency  won't  know  what  the  outside  developers  are  doing,  much  less  be  able  to 
manage  them.  We  have  spoken  of  this  serious  situation  at  the  10  to  1  level  in  several  prior  reports.  With 
many  more  outside  developers  it  would  appear  to  be  unmanageable. 

I  also  have  some  concerns  that  the  IRS  may  still  not  get  it.  For  example,  in  Treasury  testimony 
Book  3,  page  2-9,  under  Business  Process  Analysis,  die  new  business  vision  studies,  SCOS  and  DOS,  are 
described  as  having  led  to  dramatic  changes  in  the  way  IRS  would  do  business  in  the  future,  resulting,  in 
turn,  in  changes  to  the  underlying  system  architecture.  At  the  time,  our  committee  pointed  out  vigorously 
and  often  that  the  system  architecture  should  change,  while  IRS  responded  no  changes  were  required. 
Further,  on  page  2- 1 2  it  is  stated  tliat,  "an  overview  document  (system  architecture)  has  been  developed 
(Treasury  states  elsewhere  completed  April  1996) . . .  to  facilitate  outside  stakeholder  understanding."  The 
NRC  committee  insisted,  beginning  at  its  first  meeting  in  1990,  that  an  overview  document  comes  first,  not 
for  outsiders,  but  in  order  to  guide  the  development  It  is  extremely  important  that  all  those  involved  in 
developing  TSM  have  a  clear  picture  of  the  way  all  the  parts  interface. 

Tlie  Treasury  volumes  provide  the  long-sought  description  and  definition  of  IRS  projects.  The 
section  on  architecture  provides  a  clearer  and  more  succinct  presentation  than  provided  previously,  but  it 
reads  more  like  a  collection  of  projects  than  a  truly  integrated  program.  That  observation  gives  rise  to  some 
concern  that  an  architecture  has  not  yet  been  designed,  leaving  unresolved  various  substantive  concerns 
noted  by  the  software  and  architecture  experts  on  our  committee  and  documented  in  the  NRC  report. 

In  conclusion,  then,  I  would  say  the  "sharp  turn"  is  needed,  is  dramatic,  and  may  succeed. 
However,  I  have  seen  scores  of  plans  in  the  past  from  IRS  with  little  follow-through.  I  suggest  Congress 
and  Treasury  take  an  active  monitoring  role. 
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Continuation  of  the  Statement  of  Robert  P.  Clagett 

Before  the  Committee  on  Governmental  Affairs 
U.S.  Senate 
September  10, 1996 


Mr.  Chairman,  the  statement  I  have  Just  completed  was  prepared  for  a  June  20,  1996  hearing  that 
postponed.  Recently,  the  Committee  has  prepared  a  bill  pertaining  to  tax  systems  modernization  of  the  IRS, 
and  your  staff  was  kind  enough  to  furnish  the  National  Research  Council  with  a  copy.  I  would  very  much 
like  to  add  some  thoughts  on  the  bill. 

First,  I  want  to  congratulate  the  Committee  on  identifying  and  acting  on  one  of  the  most  serious 
problems  of  TSM,  the  level  of  software  development  capability  within  the  IRS.  TTie  strong  wording  of  the 
bill,  which  withholds  funding  until  specific  improvement  has  been  accomplished,  is  exactly  what  is  called 
for.  The  NRC  committee  has  been  urging  the  IRS  to  start  actions  to  get  to  Software  Capability  Maturity 
Model  (SW-CMM)  level  2  in  all  our  reports  since  1992!  The  improvements  in  speed,  accuracy,  efficiency, 
and  quality  that  canbe  obtained  with  more  modem  techniques  and  equipment,  implemented  through  more 
rigorous  processes  that  are  described  by  advanced  CMM  levels,  constitute  the  only  hope  for  IRS  to  ever 
achieve  even  a  portion  of  TSM's  goals. 

I  would  hesitate  to  use  the  bill's  words,  however,  to  describe  the  current  IRS  capability.  While  the 
agency  is  indeed  at  CMM  level  I ,  and  has  made  little  progress  toward  level  2  as  far  as  our  committee  could 
tell,  its  people  are  writing  programs,  and  I  would  not  describe  the  effort  as  "chaos." 

Effectively  prescribing  goals  and  objectives  for  the  IRS  requires  understanding  that  realistic 
improvement  will  come  not  in  discrete  steps,  suggested  by  numbered  levels,  but  through  a  continuum  of 
progress.  Let  me  give  you  some  evidence  on  corporate  and  federal  government  experience  from  a  1994 
Software  Engineering  Institute  (SEI)  survey*  of  U.S.  companies  that  had  reached  level  3  on  the  CMM 
scale.  The  information  was  sent  me  by  Roger  Bate  of  our  committee,  who  is  a  senior  member  of  the  SEI. 
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•  The  median  time  to  move  up  one  level  was  25  months, 

•  Productivity  gain  was  35  percent  per  year  of  involvement  in  the  effort, 

•  Reduction  in  time  to  market  or  completion  of  a  system  was  19  percent  per  year  of  involvement, 

•  Post-release  (of  completed  software)  defect  reports  were  down  39  percent  per  year  of 
involvement. 

Tliese  data  show  the  substantial  improvement  an  organization  can  expect  in  its  capability  to  develop  large, 
complex  software  systems.  But  they  also  suggest  that  a  goal  of  reaching  level  3  in  software  development 
for  the  IRS,  which  is  starting  at  level  I ,  will  take  at  least  4  years.  Even  the  4-year  expectation  assumes  a 
determined  effort  over  those  years. 

Consideration  of  the  time  and  effort  needed  for  progress  brings  me,  then,  to  a  suggestion  in  which 
the  software  experts  on  our  committee  concur.  We  suggest  that  you  require,  as  recommended  in  the  NRC 
report,  that  the  IRS  first  target  level  2.  As  I  have  shown,  level  2  will  take  at  least  2  years,  with  an  all-out 
effort  on  the  part  of  the  IRS. 

As  I  understand  it,  current  IRS  contractors  are  required  to  be  at  level  2  today,  so  the  immediate  and 
challenging  goal  should  be  to  get  the  IRS  to  the  same  level  of  expertise  as  its  contractors.  You  may  recall 
that  mismatch  was  of  considerable  concern  to  the  NRC  committee  in  its  early  reports. 

Beyond  that,  I  feel  you  aie  quite  right  in  insisting  that  the  IRS  continue  its  improvement  efForts; 
setting  a  target  of  level  3  by  the  year  2000  (4  years)  with  the  same  penalties  is  appropriate. 

Turning  to  the  bill's  concern  with  the  Software  Acquisition  CMM  (SA-CMM),  Mr.  Bate  advises  me 
tliat  there  is  no  similar  study  data  to  that  of  SW-CMM,  since  SA-CMM  has  just  been  published.  He 
recommends  that  SA-CMM  be  left  out  of  the  bill  until  more  experience  is  gained  with  its  use.  It  would 
appear  that  a  good  time  would  be  when  the  SW-CMM  level  3  goals  are  set:  then  level  3  SA-CMM 
requirements  could  also  be  set.  IRS  should,  however,  use  SA-CMM  now  as  an  aid  in  developing  an 
improved  process  for  software  acquisition. 
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I  want  to  note  that  while  a  high  level  of  software  competence  is  certainly  a  requirement  to  develop  a 
large,  complex  system  such  as  TSM,  so  too  is  a  similar  level  of  system  engineering.  Our  reports  have  fairly 
shouted,  so  far  to  no  avail,  that  an  overall  plan  and  standards  must  be  in  place  to  guide  the  designers  in 
creating  software  and  other  components,  and  is  absolutely  necessary  for  good  design.  An  overall  plan  and 
standards  will  provide  for  the  integration  and  testing  of  all  the  systems  included  in  TSM.  I  would  like  to 
suggest  that  progress  in  this  regard  be  required  in  the  bill  as  well,  to  avoid  neglecting  system  engineering  in 
the  process  of  focusing  on  improving  software  development.  There  is  a  Systems  Engineering  CMM  that 
has  been  in  use  since  1994  that  should  be  used  by  the  IRS  as  well. 

Finally,  1  would  like  to  raise  two  points.  Tlie  first  is  that  the  attainment  of  levels  or  milestones 
required  in  the  bill  should  be  certified  by  some  body  outside  the  IRS.  The  second  is  that  a  group  similar  to 
tiie  Control  Board,  but  with  technical  expertise,  be  set  up  to  monitor  and  approve  the  technical  progress  of 
TSM.  In  its  last  report,  the  NRC  committee  clearly  stated  that  the  IRS  must  acquire  greater  technical 
insight  and  technical  management  capabilities  internally;  the  public  administration  problem  is  how  to  make 
that  happen,  and  an  appropriately  constituted  body  may  be  a  useful  vehicle. 

Thank  you,  Mr.  Chairman.  1  would  be  happy  to  try  to  answer  any  questions. 


*  Technical  Report  CMU/SE1-94-TR-I3,  Benefits  of  CMM-based Software  Process  Improvement  Initial 
Remits.  August  1994.  Some  of  the  organizations  in  this  study  are  Motorola,  GTE  Government  Systems, 
Hewlett  Packard,  Hughes  Aircraft,  IBM  Federal  Systems,  Northrop,  Texas  Instruments,  Tinker  AFB  Air 
Logistics  Center,  Fleet  Combat  Direction  Systems  Support  Activity.  By  the  end  of  1994,  CMU  had  data 
on  40  organizations  that  had  reached  level  3.  CMU  is  also  aware  of  a  few  that  have  reached  level  5. 
This  data  is  very  incomplete:  there  may  be  many  more  organizations  at  level  3  and  above  which  have 
not  sent  their  data  to  the  SEI. 


347 


COMMITTEE  ON 

GOVERNMENTAL  AFFAIRS 

UNITED  STATES  SENATE 


Testimony  of  Mr.  John  Gioia 
Chief  Executive  Officer 

of 
Robbins-Gioia,  Inc. 


September  10,  1996 


ROBBINS-GIOIAiNc. 


209  Madison  Street,  Alexandria,  Virginia  223 1 4 

(703)  548-7006  Phone  ♦  (703)  684-5189  Focsimi/e  ♦  http:\\www.rgalex.com 


23-595    97-12 


348 


TESTIMONY  OF  MR.  JOHN  GIOIA 
Chief  Executive  Officer  of  Robbins-Gioia,  Inc. 
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COMMITTEE  ON  GOVERNMENTAL  AFFAIRS 
UNITED  STATES  SENATE 

September  10,  1996 


Mr.  Chairman,  Members  of  the  Committee,  thank  you  for  the 
opportunity  to  testify  before  you  today  about  Tax  System 
Modernization  (TSM)  and  the  importance  of  program  management  to 
any  successful  systems  acquisition  by  either  federal  or  commercial 
markets.  I  have  reviewed  the  Internal  Revenue  Service's  (IRS) 
report  to  congress  dated  May  9,  1 996,  and  the  General  Accounting 
Office  (GAG)  report  on  this  subject  dated  June,  1996. 

The  IRS  appears  to  understand  the  importance  of  recovering  from  its 
current  management  dilemma  to  an  environment  that  better  controls 
risk,  which  better  ensures  that  performance  targets  are  met  and 
costs  are  controlled.  The  IRS  also  seems  to  recognize  that 
implementation  of  the  current  or  any  plan  represents  their  greatest 
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challenge.  Critical  to  implementation  is  the  agency's  ability  to 
improve  its  program  management  infrastructure  to  better  focus  its 
core  competencies.  There  are  some  notable  improvements  to  their 
plan  that  I  think  can  be  incorporated  to  increase  the  chances  of 
program  success.  I  have  a  background  in  major  system  program 
management,  both  in  my  former  occupation  as  a  Colonel  in  the 
United  States  Air  Force,  and  today  as  Chief  Executive  of  a  company 
whose  business  is  exactly  this  field.  The  suggestions  I  offer  are  ones 
that  certainly  can  apply  to  TSM,  but  also  to  any  major  system 
acquisition  initiative  the  government  pursues,  whether  these  be  at  the 
Patent  and  Trademark  Office,  the  Bureau  of  the  Census,  or  the 
Justice  Department. 

You  asked  me  to  focus  on  three  topics: 

♦  Transfer  of  TSM  Responsibilities  To  A  Prime  Contractor 

♦  Mechanisms  To  Correct  Management  Deficiencies 

♦  Establishment  of  An  Independent  "Board  of  Directors"  To 
Oversee  Management  of  TSM 
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I  will  address  all  of  these,  although  not  in  the  order  you  outlined  in 
your  letter  to  me.  I  will  address  the  establishment  of  an  independent 
Board  first  and  for  a  very  important  reason.  If  I  could  leave  this 
committee  with  one  message  it  would  be  that  a  management  Board, 
with  all  stakeholders  at  the  table,  for  purposes  of  program 
management  and  dispute  resolution,  can  be  the  greatest  contributor 
to  the  success  of  TSM  or  any  large  system  acquisition. 

Such  a  Board  is  a  management  mechanism.  It  is  a  mechanism  that 
has  all  the  checks  and  balances  essential  for  success.  And  it  is 
precisely  the  absence  of  such  a  mechanism  that  causes  the 
government  so  much  difficulty  and  costs  the  taxpayer  so  many  more 
billions  of  dollars  than  necessary,  in  fashioning  the  technology 
solutions  it  requires. 

To  the  government's  credit,  it  is  only  in  today's  environment  that  such 
a  structure  can  operate.  Until  February  of  this  year,  the  procurement 
system  has  focused  on  the  acquisition  process,  with  the  need  of  the 
government  almost  a  secondary  consideration.  In  February, 
President  Clinton  signed  legislation  authored  by  Senator  Cohen,  with 
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significant  influence  from  the  chair  and  staff  of  the  full  committee, 
that  finally  subordinated  the  process  to  the  government's  need. 
Performance  measures  now  are  required.  Capital  planning  is 
required.  Business  process  reeingineering  is  required.  Management 
is  emphasized.  And  rightly  so. 

So  a  program  management  Board  now  is  possible  and  can  be 
properly  focused.  The  model  I  would  propose  for  TSM,  however,  is 
significantly  different  from  the  current  modernization  management 
Board  in  place.  The  current  Board  consists  only  of,  and  is  controlled 
by,  agency  and  department  officials,  which  fosters  an  unhealthy  and 
costly  climate  where  bad  news  is  suppressed  and  the  opportunity  for 
control  by  a  single  individual  is  likely. 

If  I  were  Commissioner  of  the  Internal  Revenue  Service,  I  would 
relish  a  more  independent,  qualified  Board  as  an  objective  balance  to 
ensure  smooth  program  development.  Further,  one  of  the  most 
important,  but  rarely  recognized  functions  of  such  a  body,  would  be 
that  its  recognized  oversight  authority  increases  the  ability  of  the 
program  manager  simply  to  say  "no"  to  actions,  processes  or 
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procedures  that  often  are  dictated  by  politics  or  bureaucracy.  I 
cannot  emphasize  that  point  enough. 

The  Board  should  be  comprised  of  members  that  have  a  stake  in  the 
outcome  of  the  TSM  program.  System  users,  requirements 
developers,  the  major  contractor  or  contractors,  resource  allocators, 
all  need  to  have  seats  at  the  table.  And  while  the  government  has 
many  seats  at  the  table,  the  Board's  chairmanship  should  belong  to  a 
knowledgeable  and  independent  manager  with  no  ties  to  either  the 
government  or  the  companies  performing  the  work. 

In  addition  to  its  ability  to  more  independently  manage  and  move  the 
mission  forward,  a  more  independent  management  Board  adds  a 
strong  measure  of  stability  to  the  operation.  It  reduces  micro 
management,  and  it  fosters  communications  with  all  significant 
parties  and  produces  a  single  voice  on  a  real-time  basis.  Stake 
holders  become  less  parochial  as  they  see  the  impact  their 
organization's  actions  have  on  the  overall  program  during  reviews.  It 
is  the  ideal  mechanism  to  resolve  disputes.  And  as  I  stated  earlier,  it 
encourages  the  program  manager  to  make  good  business  decisions 
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by  reducing  internal  political  and  bureaucratic  pressures  that  often 
arise.  The  greater  objectivity  of  an  independent  Board  also  should 
give  Congress  greater  comfort,  especially  given  the  hundreds  of 
millions,  indeed  billions  of  dollars  the  government  spends  on  major 
systems  every  year. 

The  Board  may  be  established  by  Congress  or  the  agency,  with  a 
charter  similar  to  a  company  by-laws  which  establishes  the  authority 
and  responsibility  of  the  Board.  The  by-laws  must  clearly  grant  the 
Board  decision  authority  to  include  the  decision  to  cancel  the 
program.  The  charter  should  include  a  clear  and  pragmatic  mission 
statement  which  the  Board  may  interpret  to  make  subjective 
decisions.  The  Board  will  be  authorized  for  a  period  sufficient  to 
complete  the  program  or  at  a  minimum  to  reach  a  specified  major 
milestone. 

The  Tax  System  Modernization  program  manager  will  report 
progress,  problems  and  suggested  corrective  actions  to  the  Board  on 
a  periodic  basis.  The  Board  will  validate  the  suggestions  of  the 
program  manager  or  assign  the  program  manager  action  items.  The 
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Board  would  be  supported  by  a  minimal  staff  to  convene  meetings, 
track  action  items,  take  minutes  and  set  the  format  for  the  meetings. 
The  Board's  staff  members  should  be  well  versed  in  control 
mechanisms  to  assist  the  Board  in  assessing  validity  of  the  process. 

Let  me  conclude  on  this  subject  by  again  emphasizing  the 
importance  of  the  right  management  mechanism  to  the  success  of 
TSM  or  any  large  system  acquisition.  I  would  submit  to  you  that  the 
absence  of  such  a  mechanism  at  TSM  is  not  uncommon.  And 
nobody  is  at  fault.  Remember,  as  hard  as  this  may  be  to  believe,  the 
government  only  recently  has  shifted  its  policy  away  from  an 
obsession  with  acquisition  process  to  one  that  focuses  on  the 
mission  objective. 

The  second  subject  "MECHANISMS  TO  CORRECT  MANAGEMENT 
DEFICIENCIES"  follows  the  decision  to  establish  the  Board. 

The  infrastructure  below  the  Board  level  requires  a  professional 
program  office  led  by  a  strong  program  manager  with  streamlined 
reporting  to  the  Board  with  access  to  the  level  of  management  that 
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controls  all  the  required  government  resources.  Other  organizations 
within  the  IRS  and  Treasury  that  have  strategic  and  tactical 
responsibilities  should  interface  with  the  program  office  through  the 
normal  organizational  process.  Any  more  structure  than  this  inhibits 
the  Program  Manager  from  executing  his  or  her  mission. 

The  Program  Management  Office  (PMO)  is  essentially  run  as  an 
independent  small  business.  A  strong  business  office  PMO  is 
critical.  Control  of  schedule,  cost,  resources  and  management 
reserve  is  accomplished  by  tailored  processes  to  collect  detail  data 
and  turn  that  data  into  decision  factors.  Automated  support  collects 
the  details  within  the  prescribed  process  and  manipulates  it  as 
required  by  the  PMO  professional  analysts.  That  data  is  analyzed 
and  evaluated  by  experienced  professionals  within  the  PMO. 
Automated  support  need  not  be  standard,  as  each  contractor  may 
have  his  own  system,  but  the  data  elements  sent  to  the  program 
office  should  be  standard  and  the  program  office  should  have  a 
robust  automated  capability  to  analyze  the  data,  perform  "what  if 
analysis  and  provide  an  Executive  Information  System  (EIS) 
accessible  to  the  required  levels  of  management.  In  this  way,  and 
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only  in  this  way,  will  small  variances  be  detected,  analyzed  and  acted 
upon  before  significant  damage  to  the  program  baseline  occurs. 

in  addition,  the  Program  Management  Office  must  have  a  strong  and 
independent  change  control  process  in  place  to  measure  the  impact 
of  any  proposed  change,  both  in  technical  and  business  terms. 
Therefore,  any  change  that  impacts  the  baseline  must  formally  be 
evaluated  and  approved  even  if  the  genesis  of  the  change  is  from 
higher  authority. 

One  of  the  most  significant  factors  contributing  to  the  success  of 
large  programs,  rarely  used  by  government,  is  the  internal  marketing 
and  selling  of  the  program  to  all  stake  holders  utilizing 
communication  vehicles  that  are  accurate  and  honest.  I  am  certain 
IRS  management  is  aware  of  this,  but  I  have  not  seen  any  evidence 
in  the  planning  documents  to  specifically  focus  on  this  need.  The 
proper  placement  for  this  function  is  in  the  program  office. 

Further,  the  Program  Management  Office  must  manage  and  control 
the  overall  program  plan  to  include  the  activities  and  responsibilities 
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assigned  to  the  government.  The  government  assigned  tasks  are  as 
important  to  be  performed  on  time  and  within  cost  as  the  contractors. 
Many  programs  have  failed  because  the  government  deliverables  (to 
include  required  decisions)  were  not  there. 

Finally,  the  Program  Management  Office  is  the  only  organization  that 
can  formally  re-baseline  program  parameters  and  interface  with  the 
resource  providers  to  execute  beneficial  change.  All  changes  must 
be  priced  within  the  program  envelope  (cost,  schedule  and 
performance),  and  all  prices  approved  by  senior  management  or  the 
Board  of  directors  to  allow  the  Program  Management  Office  to  re- 
baseline.  If  this  process  is  not  followed,  the  most  notorious  killer  of 
programs,  "requirement  creep,"  will  generate  program  overruns. 

Therefore,  the  Program  Management  Office  must  have  the  inherent 
capability  to  control  and  manage  program  risk  and  also  perform  the 
business  office  role  for  the  program.  The  PMO  is  the  only 
operational  office  (government  or  contractor)  that  has  no  parochial 
objectives  except  to  have  produced  the  requirements  specified  by  the 
user  within  the  time  and  budget  allotments.  Every  variance  in 
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performance,  cost  or  schedule  of  significant  elements  of  the  program 
must  be  known  and  understood  by  the  PMO.  There  can  be  no 
surprises  and  no  hidden  agendas  in  the  program  office.  The  Prime 
Contractor,  on  the  other  hand,  is  responsible  for  the  integrated 
technical  end  product  under  the  contract  provisions  provided  by  the 
PMO,  and  should  be  anticipated  to  try  to  provide  what  they  produce, 
which  is  not  necessarily  in  the  Government's  best  interest. 


TRANSFER  OF  TSM  RESPONSIBILITIES  TO  A  PRIME 
CONTRACTOR 


It  is  my  understanding  that  the  IRS  plans  to  acquire  a  Prime 
Contractor  to  be  the  single  point  of  responsibility  for  all  elements 
making  up  the  Tax  System  Modernization  (TSM)  program.  That  is  a 
workable  concept  when  a  program  is  getting  off  the  ground,  but  a 
more  complex  matter  in  assigning  a  Prime  to  an  ongoing  effort.  A 
Prime's  most  critical  role  Is  that  of  system  integrator.  Most 
government  organizations  realize  this  critical  role  and  include  a  Total 
Systems  Integration  Responsibility  (TSIR)  clause  similar  to  the  one 
I've  attached.  Unlike  the  current  TSM  situation  however,  most 
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agencies  include  this  clause  in  an  overall  contract  that  is  awarded  at 
the  beginning  of  a  program.  The  attached  TSIR  clause,  as  an 
example,  is  included  in  the  contract  for  the  design  and  development 
of  a  system.  The  contractor  may  make  recommendations  about 
using  existing  contracts  based  on  the  available  information 
concerning  performance  specifications,  or  may  use  its  own  software. 
While  the  Prime  in  this  example  will  accept  TSIR,  the  Prime  will  be 
responsible  for  the  majority  of  the  design  and  development  and  will 
merely  integrate  other  products/solutions  into  its  own. 

The  Prime's  dilemma  in  an  existing  program  such  as  TSM  is  how  to 
accept  that  responsibility  for  other  people's  efforts.  Under  TSM,  all 
the  design  and  development  contracts  have  already  been  awarded 
to  several  different  contractors.  It  will  be  very  difficult  at  this  stage  of 
the  TSM  program  to  find  a  Prime  to  accept  a  TSIR  clause.  The  only 
way  I  would  accept  that  clause  would  be  to  have  visibility  and  some 
control  into  the  other  contractors'  specifications  and  products.  I  don't 
think  that  will  happen.  The  other  TSM  contractors  will  be  extremely 
reluctant,  if  not  intransigent,  about  giving  up  control  of  what  has  been 
a  lucrative  program  for  them.  It  seems  that  the  IRS  has  recognized 
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this  dilemma.  An  IRS  organization  chart  shows  the  Government 
Program  Management  Office  responsible  for  the  major  programs. 
The  IRS  has  thus  itself  accepted  the  Total  Systems  Integration 
Responsibility  and,  by  default,  designated  itself  as  the  Prime 
Contractor,  regardless  of  their  intentions.  As  has  been  seen  thus  far, 
their  capability  to  exercise  that  role  is,  at  best,  suspect. 

I  have  one  final  comment  that  was  not  included  in  your  letter  to  me. 
It  is  reasonable  that  the  IRS  accepted  the  GAO  recommendation  to 
upgrade  their  internal  software  development  capability  to  Capability 
Maturity  Model  (CMM)  Level  2,  with  future  goals  to  increase  the  level. 
However,  the  contractor  community  is  replete  with  members  at  Level 
3  and  above.  It  seems  reasonable  to  insist  that  contractors  providing 
developed  products  to  the  IRS  be  as  competent  as  possible.  The 
difference  in  reduced  risk  from  Level  2  to  Level  3  is  significant. 
Better  estimating  techniques,  measurable  metrics,  plus  other  cost 
savings  capabilities  are  validated  at  the  CMM  3  level.  The  TSM  has 
shown  to  be  a  relatively  high  risk  program.  All  risk  abatement 
techniques  should  be  used  by  the  IRS  to  include  requiring  the  best 
software  development  capability  available  in  the  marketplace.  A 
requirement  that  all  development  contractors  have  Level  3 
certification  should  be  mandated. 

I  will  be  happy  now  to  answer  any  questions  you  may  have. 
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ATTACHMENT 


TOTAL  SYSTEMS  INTEGRATION  RESPONSIBILITY 

(TSIR) 


This  effort  will  consist  of  design,  development,  selection  of 
components,  recommendations  for  hardware  and  software, 
integration,  and  test  (QT&T  and  QOT&E)  of  modernized  systems 
using  the  Contractor's  common  operation  environment  (COE).  The 
Contractor  shall  assume  total  responsibility  for  integration  of  the 
modernized  systems.  The  Contractor  shall  ensure  that  all  software, 
either  COTS,  GOTS,  existing,  or  modified,  and/or  any  GFP  of 
recommended  facilities  modifications,  or  hardware  reconfigurations 
are  fully  compatible  with  the  Government's  goals  for  modernization 
and  that  Government-owned  capabilities,  existing  systems,  or 
facilities  are  not  impaired  by  the  integration  efforts. 
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Mr.  Chairman,  Ranking  Member  Glenn,  members  of  the  Committee, 
I  truly  appreciate  the  opportunity  to  appear  before  you  today  as 
you  continue  your  oversight  efforts  of  the  IRS.  As  the  exclusive 
representative  of  bargaining  unit  employees  at  the  IRS,  I  am  very 
pleased  that  you  are  interested  in  the  views  of  these  employees. 
It  has  been  shown  time  and  again  that  if  you  really  want  to  fix 
problems  in  an  organization,  getting  the  perspective  of  frontline 
workers  is  essential. 

I  know  that  your  efforts  with  regard  to  IRS  oversight  have 
recently  focused  on  Tax  Systems  Modernization  and  I  would  like  to 
comment  on  that,  but  I  would  also  like  to  talk  to  you  about  the 
potential  impact  of  reorganization  plans  currently  under 
consideration,  plans  that  I  believe  will  erode  customer  service  in 
the  IRS. 

Mr.  Chairman,  both  the  House  and  Senate  versions  of  the  FY 
1997  appropriations  bills  call  for  deep  cuts  in  funding  for  the 
IRS.   The  House  bill  would  cut  roughly  $500  million  below  FY  1996 
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funding  and  the  Senate  bill  would  cut  roughly  $300  million. 
Virtually  all  of  these  funding  reductions  are  in  the  Information 
Systems  area,  with  the  largest  cuts  focused  on  the  Tax  Systems 
Modernization  program. 

As  you  know,  Mr.  Chairman,  from  the  hearings  you  have  held 
this  year,  the  IRS's  Tax  Systems  Modernization  program  has  had  some 
serious  problems,  but  I  believe  that  it  is  getting  back  on  track 
and  that  the  funding  cuts  proposed  in  the  1997  appropriations  bills 
will  set  back  any  progress  that  has  recently  been  made. 

While  I  want  to  thank  you,  Mr.  Chairman,  and  your  staff,  for 
authoring  buy-out  language  that  is  included  in  the  Senate  Treasury 
Appropriations  bill,  the  funding  and  fencing  limitations  in  the  two 
bills  may  not  allow  the  buy-out  authority  to  be  used  in  many 
instances  because  employees  working  on  TSM  efforts  would  have  to  be 
off  the  payroll  as  of  October  1,  1996,  three  weeks  from  today. 
NTEU  believes  that  this  is  very  unfair  to  these  workers  and  we  are 
working  to  see  that  this  situation  will  be  corrected  before  the  FY 
1997  Treasury  Appropriations  bill  becomes  final.  Funding  should  be 
increased  and  fencing  limitations  should  be  lifted  so  that  TSM 
employees  who  have  worked  hard  to  modernize  IRS's  computer  systems 
will  not  be  thrown  out  of  their  jobs  three  weeks  from  today. 
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Approximately  1,500  IRS  employees  who  work  in  the  Tcuc  Systems 
Modernization  program  and  other  Information  Systems  programs  are 
facing  RIF's  on  October  1,  1996  due  to  funding  cuts  in  the  FY  1997 
appropriations  bills. 

Another  800  IRS  national  office  and  2,500  IRS  employees 
located  in  field  offices  around  the  country  are  also  facing  RIF's. 
These  employees  are  facing  RIF's,  however,  not  due  to  anticipated 
FY  1997  appropriations  cuts,  but  rather  due  to  IRS  reorganization 
plans.  These  plans  will  decrease  customer  service  for  taxpayers 
around  the  country.  Alaska  will  lose  32  of  205,  or  15.6%  of  its 
IRS  employees,  Ohio  will  lose  180  IRS  employees,  Arkansas  will  lose 
60  out  of  321,  or  18.7%.  Delaware  will  lose  30  out  of  193,  or 
15.5%.   Maine  will  lose  38  of  221,  or  17.2%. 

The  IRS  claims  that  customer  service  for  taxpayers  will  not 
decrease  under  this  reorganization.   NTEU  strongly  disagrees. 

Some  of  the  positions  that  will  be  eliminated  at  locations 
around  the  country  include  problem  resolution  officers,  the  point 
of  Congressional  contact  when  trying  to  solve  a  problem  on  behalf 
of  a  constituent,  federal/state  coordinators,  who  work  on  issues  of 
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state  and  federal  tax  interaction  and  taxpayer  education  personnel, 
who  work  primarily  with  small  businesses,  to  help  promote 
understanding  of  the  federal  tax  code's  implications  for  small 
business  people.  Under  the  IRS's  plan,  many  states  will  no  longer 
have  any  personnel  performing  these  functions.  In  fact,  under 
IRS's  plan,  many  states  will  have  virtually  no  personnel  assigned 
to  any  taxpayer  service  or  customer  service  functions. 

The  face  of  IRS  in  these  states  will  only  be  that  of  enforcer, 
lien  placer,  and  collector.  While  NTEU  proudly  represents  many  IRS 
employees  who  perfoirm  these  functions,  all  IRS  employees  have  felt 
the  sting  of  the  public's  antipathy  to  them  and  the  jobs  they 
perform.  And,  believe  me,  if  anyone  knows  that  it's  better 
community  relations,  as  well  as  more  cost  effective,  to  provide 
guidance  and  answer  questions  correctly  upfront  rather  than  try  to 
collect  from  delinquent  taxpayers  it  is  IRS  employees. 

IRS's  reorganization  plan  is  flawed  for  several  reasons. 
First,  the  primary  motivation  is  centralization.  Even  at  a  time 
when  most  private  sector  businesses  are  moving  to  keep  services 
near  the  customer,  IRS  is  consolidating  its  personnel  in  high  cost 
urban  areas,   away  from  their  customers  and  removed  from  the 
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environments  that  shape  these  taxpayers'  needs  and  frame  their 
questions.  A  self-employed  fisherman  in  Alaska  or  a  farmer  in 
North  Dakota  will  have  a  lot  harder  time  trying  to  explain  his 
small  business-related  tax  question  to  someone  who  has  never  seen 
or  heard  of  the  kind  of  business  he's  in. 

Second,  GAO  studies  continually  show  that  voluntary  compliance 
is  by  far  the  easiest  way  to  collect  federal  income  taxes  owed  and 
that  voluntary  compliance  rises  when  information  and  gxiidance  is 
readily  available  to  taxpayers. 

While  IRS  may  claim  that  it  is  aiming  to  emulate  the  Social 
Security  Administration  and  become  super  efficient  at  responding  to 
questions  via  an  800  number,  to  say  that  the  IRS  is  currently  in  a 
position  to  cut  customer  service  personnel  in  the  field  and  have 
its  telephone  operations  pick  up  the  slack  is  a  joke  that  almost 
any  taxpayer  who  has  tried  to  get  through  to  the  IRS  during  tax 
season  would  attest  to .  According  to  IRS ' s  own  performance 
measures  the  IRS  "Level  of  Access"  for  FY  95  was  38.6%  and  again 
according  to  IRS's  own  performance  measures  while  the  IRS  answered 

110.6  million  calls  in  FY  95  the  figure  is  projected  to  decrease  to 

102.7  million  calls  in  FY  96. 
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Third,  IRS ' s  reorganization  plan  calls  not  only  for  firing 
2,500  field  and  800  national  office  personnel  unrelated  to  the 
1,500  facing  cutbacks  in  Tax  Systems  Modernization,  but  also  calls 
for  hiring  1,500  new  employees  in  different  locations.  What  those 
employees  will  do  is  still  unclear.  When  IRS  wants  to  back  up  its 
claim  that  there  will  be  no  loss  of  customer  service  they  say  those 
employees  will  perform  the  work  of  the  2,500  field  staff  who  are  to 
be  fired.  When  asked  why,  in  that  case,  at  least  1,500  of  the 
current  field  staff  couldn't  just  stay  and  continue  doing  their 
jobs  where  they  are,  the  IRS  says  the  1,500  will  perform  different, 
but  unspecified,  jobs. 

If,  based  on  the  preliminary  information  we  know,  the  1,500 
new  employees  will  perform  the  same  work  as  the  2,500  who  will  be 
fired,  let  me  say,  that  after  working  on  the  issues  surrounding 
employee  productivity  all  my  life,  I  know  of  no  situation  in  which 
1,500  employees  provided  the  same  level  of  service  as  2,500, 
without  huge  technological  breakthroughs.  Let  me  also  say  that  as 
I  am  sure  you  have  recognized  in  your  oversight  hearings,  the  IRS 
will  not  be  making  any  huge  technological  breakthroughs  operational 
in  the  near  future;  and  if  they  are  to  do  the  same  jobs  at  least 
letting  1,500  of  the  experienced  people,  familiar  with  and  near  to 
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their  taxpayer  customers  would  help.  If,  as  the  IRS  suggests 
publicly,  these  1,500  do  not  do  the  same  work,  then  how  can  the  IRS 
claim  that  the  states  losing  employees  will  continue  to  receive  the 
same  level  of  service? 

Another  important  flaw  in  IRS's  reorganization  plan  is  cost. 
Positions  are  being  eliminated  in  places  like  Aberdeen,  South 
Dakota;  Anchorage,  Alaska  and  Augusta,  Maine  and  moved  to  Denver, 
Seattle  and  Boston.  Clearly,  the  cost  of  doing  business  is  higher 
in  these  big  cites.  In  addition,  I  want  to  make  clear  something 
that  the  IRS  has  tried  to  obfuscate:  the  offices  in  Aberdeen, 
Anchorage  and  Augusta  are  not  closing  and  providing  large  savings 
in  rent  and  overhead.  These  offices  will  remain  open  and 
operational,  so  large  savings  are  not  expected. 

In  fact,  ^fTEU  has  done  some  analysis  of  the  benefits  and  costs 
IRS  has  assigned  to  the  upcoming  RIF's.  Attachment  1  to  this 
testimony  was  prepared  by  IRS  and  purports  to  show  that  all  the 
RIF's  it  is  planning  will  produce  a  savings  of  $2.1  million  in  FY 
97  and  a  five  year  savings  of  $748.8  million.  However,  when  NTEU 
broke  out  the  field  RIF's  from  the  headquarters  RIF's,  as  shown  in 
attachments  2  and  3,  the  headquarters  RIF's  were  providing  nearly 
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all  of  the  savings,  $47.7  million  in  FY  97  and  $660.7  million  over 
five  years.  The  field  RIF's  were  projected  to  save  $88.1  million 
over  five  years  and  cost  $45.6  million  in  FY  97.  This  is  $45.6 
million  that  the  IRS  doesn't  have  in  its  FY  97  budget. 

NTEU  also  believes  that  both  the  FY  97  and  five  year 
cost/savings  analysis  grossly  underestimates  the  cost  of  "filling 
needs"  by  not  including  any  moving  expenses,  (Last  year  the  IRS 
spent  approximately  $17  million  moving  its  managers  in  connection 
with  its  reorganization  efforts.)  increased  costs  of  rent,  locality 
pay  and  office  overhead  associated  with  moving  positions  from  lower 
cost  to  higher  cost  cities,  recruiting,  hiring,  training  and 
conducting  background  examinations  of  new  employees,  promotions  or 
within  grade  increases  for  these  new  employees.  If  these  costs 
were  accurately  factored  in,  we  believe  that  the  $88  million  in 
savings  projected  over  five  years  would  quickly  evaporate. 

In  briefing  Congressional  staff  on  its  reorganization  efforts 
I  have  heard  that  the  IRS  has  portrayed  NTEU  as  having  been 
involved  in  these  reorganization  efforts  and  raised  no  objections 
and  also  of  being  able  to  negotiate  the  substance  of  the 
reorganization  or  RIF.   Neither  of  those  things  is  true.   While 
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NTEU  has  been  involved  in  many  discussions  with  IRS  with  regard  to 
reorganization  efforts  we  were  taken  completely  by  surprise  by 
IRS's  proposal  in  May  of  1996  to  RIF  field  personnel. 

In  fact,  NTEU  was  relying  on  the  same  information  that  IRS 
sent  to  Members  of  Congress  in  May  of  1995,  (See  attachment  4.)  in 
which  IRS  states:  "As  of  October  1,  1995,  the  IRS  will  streamline 
the  management  of  its  field  operations  to  reduce  executive, 
managerial,  and  some  management  support  positions  in  regional  and 
district  offices.   This  reduction  will  be  accomplished  through 

attrition  or  by  redirecting  staff  to  front-line  operations. , ,  Our 

problem  Resolution  Officers,  with  whom  your  local office  staff 

interact,  will  remain  in  their  current  locations  to  assure  that 
taxpayers  continue  to  receive  expeditious  treatment  in  instances 

where  problems  are  encountered. .  .  District  office  personnel  will 

continue  to  perform  their  full  range  of  activities." 

As  to  NTEU's  ability  to  negotiate  the  terms  of  a 
reorganization  or  RIF,  no  one  knows  better  than  the  Members  of  this 
Committee,  that  federal  labor  unions  are  limited  to  negotiating  the 
"impact  and  implementation"  of  management  decisions.  In  a 
reorganization  or  RIF  we  are  extremely  limited  in  what  we  can 
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negotiate.  For  example,  we  cannot  negotiate  the  number  or  timing 
of  RIF's,  who  will  be  RIF'ed,  or  whether  other  alternatives  to 
RIF's  exist.  So,  to  say  that  NTEU  will  have  its  say  on  this 
reorganization  at  the  bargaining  table  is  very  misleading. 

Mr.  Chairman,  I  would  like  to  thank  you  again  for  inviting  me 
here  today  and  also  to  thank  you  and  Senator  Glenn  and  the  other 
Members  of  the  Committee  for  the  good  work  you  do  on  behalf  of 
federal  employees.   I  would  be  happy  to  answer  any  questions. 
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ATTACHMENT  1 


Benefits  and  Costs 


Benefits  accrue  from  closing  3  regional  offices,  consolidating  63  district 
headquarters  offices  into  33,  consolidating  80  administrative  support  offices  into  24, 
and  eliminating  staff  overhead  positions  in  the  National  Office. 

The  IRS,  through  its  restructuring  and  overhead  reduction  efforts,  will  eliminate  a 
net  of  more  than  1000  field  office  positions  without  decreasing  customer  service  or 
reducing  enforcement  and  compliance  programs.  (Total  field  positions  eliminated 
are  2490,  critical  vacancies  to  fill  in  new  locations  are  1480.) 

By  consolidating  offices  and  operations,  the  redundant  infrastructure  costs  such  as 
space,  telecommunications,  toll-free  call  distributing  systems  and  management 
.  overiiead  are  reduced  or  avoided  altogedier. 

In  the  National  Office,  the  ERS  will  eliminate  800  non-Information  Systems  staff 
positions,  and  an  estimated  1500  Information  Systems.  (The  actual  Information 
Systems  reductions  are  dependent  on  the  outcome  of  the  FY  1997  Budget) 


Salary  Savings  from  Reduction-in-Force 

Budget  Costs  and  Savings  From  Eliminating  Positions  and  Filling  Needs 
(  S  in  millions) 


*  Costs  include  severance  pay,  lump  sum  leave,  unemployment,  and  o^^^d.c<.iu^iu  ;>w' 
Savings  dollars  are  constant,  not  adjusted  for  inflation. 


July  31. 1996 
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ATTACHMENT  2 


NTEU  used  the  numbers  supplied  by  IRS  and  broke  them  out  into  Field  and 
Headquarter  components. 


HQ  Only 


FY  97 

FY  98 

FY  99 

FY  00 

FY  01 

Five  Year 

Costs 

*1 

35.6 

8.2 

0.0 

0.0 

0.0 

43.8 

Savings 

*2 

83.3 

140.9 

160.1 

160.1 

160.1 

704.5 

Cost  of 
Filling  Needs 

0.0 

0.0 

0.0 

0.0 

0.0 

0.0 

Net  Savings 

47.7 

132.7 

160.1 

160.1 

160.1 

660.7 

*1 .  Th9  costs  include  severance  pay,  lump  sum  leave,  unemployment 
and  outplacement  services.  The  $35.6M  and  $8.2  M  are  based 
on  $19,060  for  each  of  the  2,300  positions  eliminated  in  Headquarters. 

*2.  The  savings  are  based  on  an  average  cost  of  $69,608  per 
position  for  Headquarters  employees. 

*3.  The  "cost  of  filling  needs"  is  -0-  because,  unlike  the  field, 
IRS  will  not  be  filling  vacant  positions. 
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ATTACHMENT  3 


NTEU  used  the  numbers  supplied  by  IRS  and  broke  them  out  Into  Field  and 
Headquarter  components. 


Field  Only 


FY  97 

FY  98 

FY  99 

FY  00 

FY  01 

Five  Year 

Costs 

*1 

38.6 

8.9 

0.0 

0.0 

0.0 

47.5 

Savings 

*2 

49.4 

83.5 

94.9 

94.9 

94.9 

417.5 

Cost  of 
Filling  Needs 

*3 

56.4 

56.4 

56.4 

56.4 

56.4 

282.0 

Net  Savings 

(45.6) 

18.2 

38.5 

38.5 

38.5 

88.1 

*1.  The  costs  include  severance  pay,  lump  sum  leave,  unemployment 
and  outplacement  services.  The  $38. 6M  and  $8.9M  are  based  on 
$19,060  for  each  of  the  2,490  positions  eliminated  in  the  field. 

"2.  Since  the  vast  majority  of  the  new  positions  to  be  filled  are 
equivalent  to  those  being  RIPd,  the  "savings'  are  calculated 
at  $38,108  which  is  t>ased  on  the  equivalent  FTE  cost  used 
by  IRS  as  a  'cost  of  filling  needs.* 

*3.  Cost  identified  by  the  IRS  which  equals  $38,1 08  for  each  of 
the  1 ,490  positions  to  be  filled. 
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Attachment  4 


IRS  Regional  and  District  Consolidation 


Congressional  Letter  and  Enclosures 


May  2.  1995 

The  Honorable 

House  of  Representatives 
Room.  Buildiag 
Washington,  D.C  20515 

Dear : 


I  wanted  to  let  you  know  about  an  announcement  we  made  today  as  part  of  the 
IRS'  long-term  reorganization  effort  As  of  October  1,  1995.  the  IRS  will 
streamline  the  management  of  its  field  operations  to  reduce  executive,  managerial, 
and  some  management  support  positions  in  regional  and  district  offices.  This 
reducdon  will  be  accomplished  through  attrition  or  by  redirecting  staff  to  front-line 
operations.  IRS  regions  and  districts  will  be  realigned  to  provide  the  best  service  to 
taxpayos.  Our  Problem  Resolution  Officers,  with  whom  your  local  office  staff 
interact,  will  remain  in  their  current  locations  to  assure  that  taxpayers  continue  to 
receive  e}q)edidous  treatment  in  instances  where  problems  are  encountered. 

Our  existing  seven  regional  headquarters  will  be  consolidated  into  four  on 
October  1,  1995,  and  those  four  regions  will  continue  to  be  led  by  a  Regional 
Commissioner.  By  September  30,  1996,  diere  will  be  33  distria  headquarters 
offices  instead  of  the  existing  63  headquarters  offices.  District  office  persoimel  will 
continue  to  perform  their  full  range  of  acdvities.  (The  enclosed  materials  describe 
in  more  detail  the  new  alignment  of  regional  and  district  offices.) 

If  you  have  any  qnesdons  now,  please  feel  free  to  contact  me  at 
(202)  622-41 15,  or  your  staff  may  contact  Anne  RnffaeHi,  National  Director  for 
Legislative  Affairs,  at  (202)  622-3720.  Our  Congressional  Affairs  Program  (CAP) 
coordinator  in  your  state  or  district  will  be  contacting  your  local  offices  with  further 
details. 

Sincerely, 


Margaret  Milner  Richardson 
Enclosures 
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United  States 

General  Accounting  OfRce 

Waslungton,  D.C.  20548 


General  Government  Division 


B-271975 


September  17,  1996 


The  Honorable  Ted  Stevens 
Chairman,  Senate  Committee 

on  Grovemmental  AfFsdrs 
United  States  Senate 

Dear  Mr.  Chedrman: 

Enclosed  is  a  copy  of  our  report  entitled  Tax  Administration:    IRS  Is  Improving 
Its  Controls  for  Ensuring  That  Taxpayers  Are  Treated  Properly  (GAO/GGD-96- 
176).   We  are  sending  you  this  rejMrt  because  of  your  concern  about  taxpayer 
abuse  and  your  request  that  we  respond  to  three  questions  you  had  about  the 
handling  of  taxpayer  abuse  allegations.   Although  we  prepared  this  report  at 
the  request  of  the  Chairman,  Senate  Committee  on  Finance,  it  directly  responds 
to  your   three  questions.   The  report  discusses  the  improvements  IRS  has  made 
to  its  controls  over  the  treatment  of  taxpayers  since  our  1994  report'  and  IRS' 
recent  commitment  to  establish  an  information  system  for  tracking  taxpayer 
complaints.   This  report  also  discusses  information  concerning  allegations  of 
taxpayer  abuse  avedlable  from  the  Internal  Revenue  Service,  the  Department  of 
the  Treasury  Inspector  General,  and  the  Department  of  Justice;  and  the  role  of 
the  Treasury  Inspector  General  in  investigating  taxpayer  abuse. 

The  major  issue  in  our  1994  report  was  that  IRS  did  not  have  a  definition  for 
taxpayer  abuse,  nor  did  IRS  have  an  adequate  information  system  to  identify 
instances  of  abuse  to  ensure  that  they  were  properly  addressed  and  prevented 
from  recurring.   At  that  time,  IRS  found  the  term  taxpayer  abuse  to  be 
misleading,  inaccurate,  and  inflammatory.    Its  officials  also  believed  that  the 
Service's  information  systems  already  captured  data  relevant  to  the  elements  of 
tEixpayer  abuse  that  we  used  in  our  1994  ref>ort-in  the  absence  of  an  IRS 
definition.   These  elements  include  instances  when  (1)  an  IRS  employee  was  in 
violation  of  law,  regulation,  or  the  Rules  of  Conduct;  (2)  an  IRS  employee  was 
unnecessarily  aggressive  in  applying  discretionary  enforcement  power;  or  (3) 
IRS'  information  systems  broke  down  and  the  Service  continued  to  generate 


'Tax  Administration:   IRS  Can  Strengthen  Its  Efforts  to  See  That  Taxpayers  Are 
Treated  Properly  (GAO/GGD-95-14,  Oct.  26,  1994). 
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delinquency  notices  or  payment  demands,  even  though  the  taxpayer  was  in 
continual  contact  with  IRS  to  resolve  such  problems. 

Although  IRS  still  finds  the  term  taxpayer  abuse  to  be  objectional,  its  officials 
have  recently  adopted  the  basic  elements  of  our  1994  report  definition  in  an  IRS 
definition  of  taxpayer  complaints.    IRS  officials  said  they  are  committed  to 
ensuring  that  its  information  systems  effectively  capture  data  relevant  to  the 
three  basic  elements  in  its  taxpayer  complaints  definition.   They  now  recognize 
that  the  current  systems  do  not  capture  all  the  relevant  data  that  they 
understand  is  necessary  for  an  effective  complaints  tracking  system.   The 
officials  also  realize  this  data  is  needed  to  satisfy  their  Taxpayer  Bill  of  Rights  2 
requirement  to  report  annually  to  Congress  on  taxpayer  complsiints  and  IRS 
employee  misconduct. 

We  are  encouraged  by  the  recent  IRS  commitment,  which  we  believe  is  critically 
important  and  must  be  sustained.    We  also  believe  that  if  effectively  designed 
and  implemented,  such  a  complaints  tracking  system  could  allow  IRS  to  better 
ensure  that  taxpayers  are  being  treated  properly.   Given  IRS'  recent 
commitment  and  other  initiatives  it  has  taken,  this  report  does  not  contain  any 
new  GAO  recommendations. 

Should  you  wish  to  contact  us  or  have  any  questions,  please  call  me  at  (202) 
512-9044. 

Sincerely  yours. 


ir  Gandhi    \ 


iate  Director,  Tax  Policy 
and  Administration  Issues 

Enclosure 
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GAO 


United  States 

General  Accounting  Office 

Wasliington,  D.C.  20548 


General  Government  Division 

B-271975 

August  30,  1996 

The  Honorable  WUliaiti  V.  Roth,  Jr. 
Chairman,  Committee  on  Finance 
United  States  Senate 

Dear  Mr.  Chairmjin: 

In  1988,  concerns  about  the  Internal  Revenue  Service's  (iRS)  treatment 
of  taxpayers  and  allegations  of  taxpayer  abuse  led  Congress  to  enact 
SubtiUe  J  of  the  Miscellaneous  Revenue  Act  of  1988  (P.L.  100-647;, 
commonly  known  as  the  Taxpayer  Bill  of  Rights.  In  response  to  continuing 
congressional  concerns  about  taxpayer  rights,  we  issued  a  report'  in 
which  we  concluded  that  iRS  needed  to  take  various  actions  to  strengthen 
its  controls  to  better  ensure  that  taxpayers  are  treated  properly. 

This  report  responds  to  your  request  that  we  determine  (1)  the  adequacy 
of  iRs'  controls  to  protect  against  taxpayer  abuse;  (2)  the  extent  of 
information  available  concerning  abuse  allegations  received  and 
investigated  by  iRS,  the  Department  of  the  Treasury  Office  of  the  Inspector 
General  (oig),  and  the  Department  of  Justice  (doj);  and  (3)  the  role  of  the 
oiG  in  investigating  abuse  allegations. 

Rcir»lr<Jrr»iinH  "^  "^  responsible  for  administering  our  nation's  voluntary  tax  system  in  a 

DaCKgrOUna  j.^  ^^  equitable  manner.  To  do  so,  iRS  has  roughly  100,000  employees, 

many  of  whom  interact  directly  with  taxpayers.  In  fiscal  year  1994,  iRS 

•  processed  over  200  million  tax  returns, 

•  issued  about  86  million  tax  refunds, 

•  handled  about  39  million  calls  for  tax  assistance, 

•  conducted  about  1.4  million  tax  audits,  and 

•  issued  about  19  million  collection  notices  for  delinquent  taxes. 

These  activities  resulted  in  millions  of  telephone  and  personal  contacts 
with  taxpayers.  Many  of  these  interactions  have  the  potential  to  make 
taxpayers  feel  as  if  they  have  been  mistreated  or  abused  by  ms  employees 
with  whom  they  have  dealt  or  by  the  "tax  system"  in  general. 

IRS  has  several  offices  that  are  involved  in  handling  taxpayers'  concerns 
about  how  they  have  been  treated,  including  those  alleging  taxpayer 


'Tax  AdnuniatraUon:  IRS  Cm  Strengthen  to  Efforts  lo  See 'Hat  Taqayera  Are  TYeattdPropeily 
(GAQ«GD-96-14,  Oct  26, 1994). 
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abuse,  which  are  not  resohred  through  noimal  daily  operations,  irs' 
Inspection  Service  (Inspection),  which  includes  the  Internal  Audit  and 
Internal  Security  Divisions,  is  to  investigate  taxpayer  allegations  involving 
potential  criminal  misconduct  by  irs  employees.  Problem  Resolution 
Offices  in  irs'  district  offices  and  service  centers  are  to  help  taxpayers  who 
have  been  unable  to  resolve  their  problems  through  normal  iRS  channels 
with  other  irs  staff,  irs'  Office  of  Legislative  Affairs  is  to  track  responses  to 
congressional  inquiries,  often  on  behalf  of  constituents,  as  well  as  direct 
correspondence  with  the  Commissioner  or  other  irs  executives  involving 
the  tax  system  or  irs'  administration  of  it. 

oiG  and  DOJ  may  also  get  involved  with  taxpayer  abuse  allegations,  gig  may 
investigate  allegations  involving  senior  irs  officials,  those  who  serve  in 
General  Schedule  (cs)  grade- 15  positions  or  higher,  as  well  as  irs 
Inspection  employees,  irs  employees  accxxsed  of  criminal  misconduct  may 
be  prosecuted  by  a  txw  U.  S.  Attorney,  irs  employees  who  are  sued  by 
taxpayers  for  actions  taken  within  the  employees'  official  duties  may  be 
defended  by  attorneys  with  the  doj  Tax  Division. 

In  our  1994  report  on  irs'  controls  to  protect  against  taxpayer  abuse,  we 
were  unable  to  determine  the  overall  adequacy  of  irs'  controls  and  made 
several  recommendations  to  improve  them.  Foremost  among  our 
recommendations  was  that  irs  define  taxpayer  abuse  and  collect  relevant 
management  information  to  systematically  track  its  nature  and  extent  At 
that  time,  in  the  absence  of  an  irs  definition,  we  defined  taxpayer  abuse  to 
include  instances  when  (1)  an  irs  employee  violated  a  law,  regulation,  or 
the  IRS  Rules  of  Conduct;  (2)  an  irs  employee  was  unnecessarily  aggressive 
in  applying  discretionary  enforcement  power;  or  (3)  iRs'  information 
systems  broke  down,  e.g.  when  taxpayers  repeatedly  received  tax 
deficiency  notices  and  payment  demands  despite  continual  contacts  with 
IRS  to  resolve  problems  with  their  accounts.  Other  recommendations  in 
our  1994  report  addressed  such  concerns  as  unauthorized  access  to 
computerized  taxpayer  information,  improper  use  and  processing  of 
taxpayer  cash  payments,  and  the  need  for  irs  notification  of  potential 
employee  liability  for  trust  fund  recovery  penalties,  irs  did  not  agree  with 
the  need  to  defme  taxpayer  abuse — a  term  it  found  objectionable — nor  to 
track  its  nature  and  extent;  but  ffis  agreed  to  take  corrective  action  on 
many  of  our  other  recommendations. 


RpSlllts  in  Rripf  While  irs  has  made  some  improvements  to  its  controls  over  the  treatment 

of  taxpayers  since  our  1994  report,  we  remain  unable  to  reach  a 
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conclusion  on  the  overall  adequacy  of  irs'  controls.  We  cannot  determine 
the  adequacy  of  these  controls  because  iRS  officials  have  not  yet 
established  a  capability  to  capture  management  information  that  is  needed 
to  ensure  that  abuse  is  identified  and  addressed  and  to  prevent  its 
recurrence.  We  are,  however,  encouraged  by  a  recent  commitment  on  the 
part  of  irs'  Deputy  Conunissioner  to  establish  a  tracking  system  for 
taxpayer  complaints.  iRS  has  defined  "taxpayer  complaints"  using  a 
definition  that  is  comparable  to  one  we  used  for  "taxpayer  abuse'  in  our 
1994  report  and  is  currently  reviewing  its  management  information 
systems  to  determine  the  best  way  to  capture  the  relevant  information 
needed  for  a  complaints  tracking  system.  If  effectively  designed  and 
implemented,  we  believe  such  a  system  could  allow  irs  to  better  ensure 
that  instances  of  taxpayer  abuse  can  be  identified  and  addressed  and  that 
actions  can  be  taken  to  prevent  them  in  the  future. 

Since  we  last  reported  on  irs'  controls  to  prevent  taxpayer  abuse,  iRS  has 
(1)  initiated  actions  to  implement  many  of  the  recommendations  we  made 
in  our  1994  report  (see  app.  I),  (2)  initiated  other  actions  in  anticipation  of 
provisions  included  in  the  recently  enacted  Taxpayer  Bill  of  Rights  2,^  and 
(3)  started  to  use  data  accumulated  through  its  Problem  Resolution 
I*rogram  in  an  effort  to  identify  possible  systemic  problems.  Examples  of 
these  actions  include  (1)  improving  controls  over  irs  employee  access  to 
computerized  taxpayer  accounts,  (2)  establishing  an  expedited  appeals 
process  for  some  irs  collection  actions,  and  (3)  identifying  recurring 
taxpayer  problems  and  categorizing  them  by  major  issues,  such  as 
perialties  imposed  on  taxpayers,  ff  effectively  implemented,  these 
cumulative  actions  could  improve  irs'  overall  treatment  of  taxpayers  and 
better  protect  against  taxpayer  abuse. 

The  extent  to  which  taxpayer  abuse  allegations  are  received  and 
investigated  by  irs,  gig,  and  doj  cannot  be  determined  from  readily 
available  information.  Information  systems  maintained  by  iRS,  oig,  and  doj 
were  designed  as  case  tracking  and  resource  management  systems 
intended  to  serve  the  management  information  needs  of  particular 
functions,  such  as  irs'  Internal  Security  Division.  (See  appendix  II.)  None 
of  these  systems  include  specific  data  elements  for  "taxpayer  abuse;" 
however,  they  contain  data  elements  that  encompass  broad  categories  of 
misconduct,  taxpayer  problems,  or  legal  actions.  Without  reviewing 
specific  case  files,  information  contained  in  these  systems  related  to 
allegations  and  investigations  of  taxpayer  abuse  is  not  easily 
distinguishable  fix)m  information  on  allegations  and  investigations  that  do 
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not  involve  taxpayers.  Consequently,  as  currently  designed,  these  systems 
cannot  be  used  individually  or  collectively  to  account  for  iRs'  handling  of 
all  instances  of  alleged  taxpayer  abuse. 

OIG  is  responsible  for  investigating  allegations  of  waste,  fraud,  and 
abuse — which  includes  misconduct — involving  senior  trs  officials,  Gs-15s 
or  higher,  as  well  as  Inspection  employees.  OIG  officials  stated  that  these 
investigations  rarely  involve  taxpayer  abuse  allegations,  because  senior  IRS 
officials  and  Inspection  employees  usually  do  not  interact  directly  with 
taxpayers.  oiG  officials  said  that  they  generally  handle  allegations  involving 
IRS  executives;  but  after  a  preliminary  review,  they  often  refer  allegations 
against  gs-15s  and  allegations  involving  administrative  matters  or  tax 
disputes  either  to  Inspection  for  investigation  or  to  irs  management  for 
administrative  action.  Both  oig  and  irs  officials  expressed  satisfaction  with 
this  arrangement  and  said  they  believe  that  allegations  involving  senior  irs 
officials  and  Inspection  employees  are  being  properly  handled.  While  we 
did  not  independently  test  the  effectiveness  of  this  oigirs  arrangement,  we 
found  no  evidence  to  suggest  these  allegations  are  not  being  properly 
handled. 


*«lf»nnp  JinH  ^"  determine  the  adequacy  of  irs'  current  controls  over  taxpayer  abuse, 

^  we  identified  and  documented  actions  taken  by  irs  in  response  to  the 

MctflOdOlOgy  recormnendations  in  our  1994  report.  We  also  identified  any  additional 

actions  that  irs  has  initiated  since  then,  relative  to  how  irs  treats 
taxpayers.  Finally,  we  discussed  with  ir.s  officials  a  recent  commitment 
they  made  to  define  and  establish  a  taxpayer  complaints  tracking  system 
and  the  current  status  of  this  effort. 

To  determine  the  extent  of  information  available  concerning  the  number 
and  outcomes  of  abuse  allegations  received  and  investigated  by  iRS,  OIG, 
and  Da),  we  interviewed  officials  from  the  respective  organizations  and 
reviewed  documentation  relative  to  their  information  systems.  We  were 
told  that  the  information  systems  maintained  by  these  organizations  do  not 
include  specific  data  elements  for  alleged  taxpayer  abuse.  However,  these 
officials  said  they  believed  that  examples  of  alleged  taxpayer  abuse  may 
be  found  within  other  general  data  categories  in  five  iRS  systems,  two  DOJ 
systems,  and  an  oig  system.  For  example,  iRS  officials  indicated  that 
alleged  taxpayer  abuse  might  be  found  in  a  system  used  to  track 
disciphnary  actions  against  employees.  This  information  is  captured  under 
the  general  data  categories  of  "taxpayer  charge  or  complaint"  and  "misuse 
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of  position  or  authority."  Similar  examples  were  provided  by  ofBcials  from 
each  organization  as  described  in  ^pendix  n. 

We  discussed  the  general  objectives  and  uses  of  the  relevant  information 
systems  with  oflBcials  from  the  respective  agencies.  We  also  renewed 
examples  of  the  data  produced  by  these  systems  under  the  suggested 
general  data  categories  to  ascertain  if  it  was  possible  from  these  examples 
to  determine  whether  taxpayer  abuse  may  have  occurred.  We  did  not 
attempt  to  verify  the  accuracy  of  the  data  we  received,  because  to  do  so 
would  require  an  extensive,  time-consuming  review  of  related  case  files. 
This  was  beyond  the  scope  and  time  available  for  this  study. 

To  determine  gig's  role  in  investigating  allegations  of  taxpayer  abuse,  we 
obtained  and  reviewed  Treasury  orders  and  directives  establishing  and 
delineating  the  responsibilities  of  oig,  as  well  as  a  1994  Memorandum  of 
Understanding  between  oio  and  iRS  outlining  specific  procedures  to  be 
followed  by  each  staff  for  reporting  and  investigating  allegations  of 
misconduct  and  fraud,  waste,  and  abuse.  We  also  obtained  statistics  from 
OIG  staff  concerning  the  number  of  allegations  they  received  and 
investigations  they  conducted  involving  iRS  employees  for  fiscal  year 
1995 — ^the  latest  year  for  which  data  were  available.  In  addition,  we 
discussed  gig's  role  and  the  relationship  between  oio  and  iRS  staffs  with 
senior  officials  from  both  OIG  and  iRS. 

We  requested  comments  on  a  draft  of  this  report  from  the  Commissioner 
of  Internal  Revenue,  the  Treasury  Inspector  General,  and  the  Attorney 
General.  On  August  9,  1996,  we  received  written  comments  from  iRS,  which 
are  summarized  on  page  15  and  are  reprinted  in  appendix  IH.  We  also 
received  written  comments,  which  were  technical  in  nature,  from  both  the 
Treasmy's  oig  and  doj.  These  comments  have  been  incorporated  in  the 
report  where  appropriate. 

We  performed  our  audit  work  in  Washington,  D.C.,  between  April  and 
July  1996  in  accordance  with  generally  accepted  government  auditing 
standards. 
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Adequacy  of  IRS 
Controls  to  Protect 
Against  Taxpayer 
Abuse  Remains 
Uncertain 


While  IBS  has  made  improvements  in  its  controls  over  the  treatment  of 
taxpayers  since  our  1994  report,  we  are  still  unable  to  reach  a  conclusion 
at  this  time  on  the  overall  adequacy  of  iRs'  controls.  We  cannot  determine 
the  adequacy  of  these  controls  because  iRs  officials  have  not  yet 
established  a  capability  to  capture  management  information,  which  is 
needed  to  ensure  that  abuse  is  identified  and  addressed  and  to  prevent  its 
recurrence.  We  are,  however,  encouraged  by  a  recent  commitment  on  the 
part  of  iRS'  Deputy  Commissioner  to  establish  a  tracking  system  for 
taxpayer  complaints.  Such  a  system  lias  the  potential  to  greatly  improve 
iRs'  controls  to  protect  against  taxpayer  abuse  and  better  ensure  that 
taxpayers  are  treated  properly. 


IRS  Officials  Have 
Expressed  Commitment  to 
Establishing  a  Complaints 
Tracking  System 


In  exploring  how  ibs  could  satisfy  a  mandate  included  in  the  recently 
enacted  Taxpayer  Bill  of  Rights  2  to  report  annually  to  Congress  on 
employee  misconduct  and  taxpayer  complaints,  irs  recognized  and 
acknowledged  that  such  a  mandate  could  not  be  satisfied  with  its  existing 
information  systems  and  that  a  definition  for  "taxpayer  complaints"  would 
be  necessary,  along  with  sufficient  related  management  information  to 
ensure  that  complaints  are  identified,  addressed,  and  ai\alyzed  to  prevent 
their  recurrence. 


Although  IRS  said  it  still  believes  the  term  "taxpayer  abuse"  is  misleading, 
inaccurate,  and  irUlammatory,  irs  decided  to  use  the  basic  elements  that 
we  used  in  our  1994  report  definition  for  taxpayer  abuse  as  a  starting  point 
to  develop  a  definition  for  taxpayer  complaints.  The  basic  elements  fi-om 
our  report  included  when  (1)  an  irs  employee  violated  a  law,  regulation,  or 
the  irs  Rules  of  Conduct;  (2)  an  irs  employee  was  unnecessarily  aggressive 
in  applying  discretionary  enforcement  power  or  (3)  irs'  information 
systems  broke  down,  e.g.  when  taxpayers  repeatedly  received  tax 
deficiency  notices  and  payment  demands  despite  continual  contacts  with 
IRS  to  resolve  problems  with  their  accounts. 

With  input  from  members  of  irs'  Executive  Committee,  an  iRS  task  group 
decided  upon  the  following  definition  for  taxpayer  complaints:  an 
allegation  by  a  taxpayer  or  taxpayer  representative  that  (1)  an  iRS 
employee  violated  a  law,  regulation,  or  the  irs  Rules  of  Conduct;  (2)  an  irs 
employee  used  inappropriate  behavior  in  the  treatment  of  taxpayers  while 
conducting  official  business,  such  as  rudeness,  overzealousness,  excessive 
aggressiveness,  discriminatory  treatment,  intimidation,  and  the  like;  or 
(3)  an  IRS  system  failed  to  function  properly  or  within  prescribed  time 
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frames.  This  definition  was  endorsed  by  the  ras  Deputy  Conunissioner  in  a 
June  17, 1996,  memorandum. 

IRS  has  decided  to  use  the  Problem  Resolution  OfBce  Management 
Information  System  (promis),  with  modifications,  as  a  platform  for 
compiling  information  about  taxpayer  complaints  involving  inappropriate 
employee  behavior  and  systemic  breakdowns.  However,  numerous 
decisions  remain  concerning  how  to  track  and  assess  the  handling  of  all 
taxpayer  complaints.  For  example,  irs  already  has  two  systems  that  are 
designed  to  capture  data  relevant  to  alleged  employee  misconduct  promis 
is  ciurently  designed  to  capture  data  relevant  to  possible  systemic 
breakdowns.  The  two  systems  capturing  misconduct  information, 
however,  do  not  capture  data  in  a  manner  that  is  comparable  to  one 
another  or  to  promis.  irs  officials  readily  concede  that  at  present,  there  is 
no  IRS  information  system  designed  to  capture  data  relevant  to  complaints 
of  inappropriate  employee  behavior.  They  realize  that  to  capture  and 
compile  information  relevant  to  all  three  elements  of  the  taxpayer 
complaints  definition  in  a  comparable  and  uniform  manner  will  be  a 
considerable  challenge,  especially  for  the  highly  subjective  element 
involving  inappropriate  employee  behavior.  However,  the  officials  assured 
us  that  they  are  now  committed  to  rising  to  that  challenge. 

While  we  are  encouraged  by  irs'  commitment,  we  recognize  the  formidable 
challenge  iss  faces  to  capture  complete,  consistent,  and  accurate 
information  about  the  irs  definition  for  taxpayer  complaints.  Rising  to  the 
ciiallenge,  however,  is  critical  for  iRS  to  have  adequate  controls  to  protect 
against  taxpayer  abuse  as  well  as  being  able  to  satisfy  its  new  requirement 
to  aimually  report  to  Congress  on  employee  misconduct  and  taxpayer 
complaints. 


Other  IRS  Initiatives 
Should  Improve  Related 
Controls 


Since  our  1994  study,  irs  has  initiated  various  actions  to  implement  our 
recommendations,  as  described  in  appendix  I.  For  example,  among  other 
actions,  irs  has  iiutiated  the  following  : 

Regarding  unauthorized  employee  access  to  computerized  taxpayer 
accounts,  irs  (1)  issued  a  12-point  Information  Security  Policy  to  all 
employees  in  January  1995,  stressing  the  importance  of  taxpayer  privacy 
and  the  security  of  tax  data  and  (2)  has  begun  development  of  an 
Information  System  Target  Security  Architecture  to  include  management, 
operational,  and  technical  controls  for  incorporation  in  the  Tax  System 
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Modernization  Program — a  long-term  effort  to  modernize  ms'  computer 
and  telecommunications  systems.' 

Regarding  the  improper  use  and  processing  of  taxpayer  cash  payments,  ms 
(1)  included  statements  in  its  1995  forms  and  instructions  encouraging 
taxpayers  to  make  payments  with  either  a  check  or  money  order  racher 
than  cash  and  (2)  is  instructing  its  manners  to  conduct  periodic 
unarmounced  reconciliations  of  cash  receipts  used  by  the  ms  staff  who 
collect  taxes  from  taxpayers. 

Regarding  the  need  for  ms  to  notify  employers  of  the  potential  liability  of 
their  officers  and  employees  for  a  trust  fund  recovery  penalty  when 
businesses  fail  to  coUoct  or  pay  withheld  income,  employment,  or  excise 
taxes,  IRS  has  included  notices  of  this  liability  in  both  Publication  334,  "Tax 
Guide  for  Small  Businesses"  and  Circular  E,  "Employer's  Tax  Guide." 

In  addition  to  these  actions,  irs  has  recently  undertaken  other  initiatives  in 
anticipation  of  some  provisions  included  in  the  recently  enacted  Taxpayer 
Bill  of  Rights  2.  In  January  1996,  ms  announced  a  series  of  initiatives 
designed  to  reduce  taxpayer  burden  and  make  it  easier  for  taxpayers  to 
understand  and  exercise  their  rights.  These  initiatives  included 
(1)  enhanced  powers  for  the  Taxpayer  Ombudsman,  such  as  explicit 
authority  to  issue  a  refund  to  a  taxpayer  to  relieve  a  severe  financial 
hardship;  (2)  notification  of  a  spouse  regarding  any  collection  action  taken 
against  a  divorced  or  separated  spouse  for  a  joint  tax  liability; 
(3)  increased  computerized  record  storage  and  electronic  filing  options  for 
businesses;  (4)  expedited  appeals  procedures  for  employment  tax  issues; 
and  (5)  a  test  of  an  appeals  mediation  procedure. 

ms  has  also  started  to  use  information  on  taxpayer  problems  captured  in 
PROMS.  IRS  recently  used  this  system  to  identify  the  volume  of  taxpayer 
problems  categorized  by  various  m^or  issues,  such  as  refund  inquiries, 
collection  actions,  per.alties,  and  the  earned  income  tax  credit.  The 
Ombudsman  has  requested  ms'  top  executives  to  review  the  m^or  issues 
identified  for  their  respective  offices  or  regions  in  an  effort  to  devise 
cost-effective  ways  to  reduce  these  problems. 

While  we  did  not  test  the  implementation  of  these  various  initiatives,  they 
appear  to  be  conceptually  sound  and  thus  we  believe  that,  if  effectively 
implemented,  they  should  help  to  strengthen  irs'  overall  controls  and 
procedures  to  identify,  address,  and  prevent  the  reciarence  of  taxpayer 
abuse. 


'In  prior  reports  and  testimonies,  we  have  challenged  the  completeness  and  adequacy  of  IRS* 
Architecture  to  effectively  satisfy  the  modernization  needs. 
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Extent  of  Taxpayer 
Abuse  Not 
Distinguishable  in 
IRS,  OIG,  and  DOJ 
Information  Systems 


It  is  not  possible  to  readily  determine  the  extent  to  which  allegations  of 
taxpayer  abuse  are  received  and  investigated  from  the  information 
systems  maintained  by  irs,  oig,  and  doj.  These  systems  were  designed  as 
case  tracking  and  resource  management  systems  intended  to  serve  the 
management  information  needs  of  particular  functions,  such  as  irs' 
Internal  Security  Division.  None  of  these  systems  include  specific  data 
elements  for  "taxpayer  abuse;"  however,  they  contain  data  elements  that 
encompass  broad  categories  of  misconduct,  taxpayer  problems,  or  legal 
actions.  Without  reviewing  specific  case  files,  information  contained  in 
these  systems  related  to  allegations  and  investigations  of  taxpayer  abuse  is 
not  easily  distinguishable  from  information  on  allegations  and 
investigations  that  do  not  involve  taxpayers.  Consequently,  as  currently 
designed,  these  systems  cannot  be  used  individually  or  collectively  to 
accoimt  for  irs'  handling  of  all  instances  of  alleged  taxpayer  abuse. 


OfRcials  of  the  respective  organizations  indicated  that  several  information 
systems  might  include  information  related  to  taxpayer  abuse 
allegations — five  maintained  by  IHS,  two  by  exx),  and  one  by  gig — as 
described  in  appendix  0.  For  example: 

Two  of  the  irs  systems — the  Internal  Security  Management  Information 
System  (ismis)  and  the  Automated  Labor  and  Employee  Relations  Tracking 
System  (alerts) — capture  information  on  cases  involving  employee 
misconduct,  which  may  in  some  cases  involve  taxpayer  abuse,  isims  is  used 
to  determine  the  status  and  outcome  of  Internal  Security  investigations  of 
alleged  employee  misconduct;  alerts  is  used  to  track  disciplinary  actions 
taken  against  employees.  While  ismis  and  alerts  both  track  aspects  of 
alleged  employee  misconduct,  these  systems  do  not  share  common  data 
elements  or  otherwise  capture  information  in  a  consistent  maimer. 

IRS  also  has  three  systems  that  include  infonnation  on  concerns  raised  by 
taxpayers.  These  systems  include  two  maintained  by  the  Office  of 
Legislative  Affairs — the  Congressional  Correspondence  Tracking  System 
and  the  Commissioner's  Mail  Tracking  System — as  well  as  promis,  which 
we  described  earlier.  The  two  Legislative  Affairs  systems  basically  track 
taxpayers'  inquiries,  including  those  made  through  congressional  ofiRces, 
to  ensure  that  responses  are  provided  by  appropriate  irs  officials,  proms 
tracks  similar  information  to  ensiu^  that  taxpayers'  problems  are  resolved 
and  to  determine  whether  the  problems  are  recurring  in  nature. 
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OIG  has  an  information  system  known  as  the  gig  Office  of  Investigations 
Management  Information  System  (oiG/onvns)  that  is  used  to  track  the  status 
and  outcomes  of  oio  investigations  as  well  as  the  status  and  outcomes  of 
actions  taken  by  ms  in  response  to  gig  investigations  and  referrals.  As 
discussed  further  in  the  next  section  of  this  report,  most  oio  investigations 
do  not  involve  allegations  of  taxpayer  abuse  because  those  iRS  employees 
that  GIG  typically  investigates — primarily  senior-level  officials — usually  do 
not  interact  directly  with  taxpayers. 

DOJ  has  two  information  systems  that  include  data  that  may  be  related  to 
taxpayer  abuse  allegations  and  investigations.  The  Executive  Office  of  the 
U.  S.  Attorneys  maintains  a  Centralized  Caseload  System  that  is  used  to 
consolidate  the  status  and  results  of  civil  and  criminal  prosecutions 
conducted  by  offices  of  the  U.  S.  Attorney  throughout  the  country.  Cases 
involving  criminal  misconduct  by  ms  employees  would  be  referred  to  and 
may  be  prosecuted  by  the  U.S.  Attorney  in  the  particular  jurisdiction  in 
which  the  alleged  misconduct  occurred.  The  Tax  Division  also  nuintains  a 
Case  Management  System  that  is  used  for  case  tracking,  time  reporting, 
and  statistical  analysis  of  litigation  cases  conducted  by  the  Tax  Division. 
Lawsuits  against  either  iRS  or  irs  employees  are  litigated  by  the  Tax 
Division,  with  representation  provided  to  irs  employees  if  the  Tax  Division 
determines  that  the  actions  taken  by  the  employees  were  within  the  scope 
of  employment. 

The  officials  familiar  with  these  systems  stated  that,  while  the  systen\s 
include  data  elements  in  which  potential  taxpayer  abuse  may  have 
occurred,  they  do  not  include  a  specific  data  element  for  taxpayer  abuse, 
which  could  be  used  to  easily  distinguish  abuse  allegations  from  others 
not  involving  taxpayers.  For  example,  officials  from  the  Executive  Office 
for  the  U.  S.  Attorneys  stated  that  the  public  corruption  and  tort  categories 
of  their  Case  Management  System  may  include  instances  of  taxpayer 
abuse,  but  the  system  could  not  be  used  to  identity  such  instances  without 
a  review  of  individual  case  files. 

FYom  our  review  of  data  from  these  systems,  we  concluded  that  none  of 
them,  either  individually  or  collectively,  have  common  or  comparable  data 
elements  that  can  be  used  to  identify  the  number  or  outcomes  of  taxpayer 
abuse  allegation^  or  related  investigations  and  actions.  Rather,  each 
system  was  developed  to  provide  information  for  a  particular 
organizational  function,  usually  for  case  tracking,  inventory,  or  other 
managerial  purposes  relative  to  the  mission  of  that  particular  function. 
While  each  system  has  data  elements  that  could  reflect  how  taxpayers 
have  been  treated,  as  described  in  appendix  11,  the  data  elements  vary  and 
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may  relate  to  the  same  allegation  and  same  irs  employee.  Without 
common  or  comparable  data  elements  and  unique  allegation  and  employee 
identifiers,  these  systems  do  not  collect  information  in  a  consistent 
manner  that  could  be  used  to  accurately  account  for  all  allegations  of 
taxpayer  abuse. 


The  Role  of  the 
Treasury  OIG  in 
Investigating 
Taxpayer  Abuse 
Allegations 


GIG  is  responsible  for  investigating  allegations  of  misconduct  and  waste, 
fraud,  and  abuse  involving  senior  irs  officials,  GS-15s  and  above,  as  well  as 
IBS  Inspection  employees.  OIG  also  has  oversight  responsibility  for  the 
overall  operations  of  Inspection.  Since  November  1994,  oig  has  had 
increased  flexibility  for  referring  allegations  involving  gs-15s  to  irs  for 
investigation  or  administrative  action.  This  was  due  to  resource 
constraints  and  an  increased  emphasis  by  oio  on  investigations  involving 
criminal  misconduct  and  procurement  fraud  across  all  Treasury  bureaus. 
In  fiscal  year  1995,  oio  conducted  44  investigations — 14  percent  of  the  321 
allegations  it  received — for  the  most  part,  implicating  senior  irs  officials. 
DIG  officials  stated  that  these  investigations  rarely  involved  allegations  of 
taxpayer  abuse  because  senior  irs  officials  and  Inspection  employees 
usually  do  not  interact  directly  with  taxpayers. 


OIG  and  Inspection  have  a  unique  relationship,  relative  to  that  of  dig  and 
other  Treasury  bureau  audit  and  investigative  authorities.  The  irs  Chief 
Inspector,  who  reports  directly  to  the  irs  Commissioner,  is  responsible  for 
irs  internal  audits  and  investigations  as  well  as  coordinating  Inspection 
activities  with  OIG.  Inspection  is  to  work  closely  with  oiG  in  planning  and 
performing  its  duties,  and  is  to  provide  information  on  its  activities  and 
results  to  oig  for  incorporation  into  oig's  semiannual  report  to  Congress. 
Disputes  the  irs  Chief  Inspector  may  have  with  the  Commissioner  can  be 
resolved  through  oig  and  the  Secretary  of  the  Treasury,  to  whom  oig 
reports. 

The  Department  of  the  Treasury  established  the  Office  of  the  Inspector 
General  (lo)  consistent  with  the  authority  provided  in  the  "Inspector 
General  Act  of  1978,"*  although  Treasury  already  had  internal  audit  and 
investigation  capabilities  for  the  Department  as  well  as  its  bureaus.  The 
existing  capabilities  included  Inspection,  which  was  responsible  for  all 
audits  and  investigations  of  irs  operations.  Among  oig's  express 
authorities  were  the  investigation  of  allegations  implicating  senior  irs 
officials  and  the  oversight  of  Inspection's  audit  and  investigative  activities. 


'While  Tlcaauy  had  established  an  OIG  consistent  with  the  authority  provided  in  the  IG  Act  of  1978, 
the  IG  Act  Amendments  of  1988  provided  statutoiy  authority  for  a  presidential  appointed  and  Senate 
confinned  Treasury  IG. 
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oiG  resources  to  discharge  these  responsibilities  were  augmented  in  fiscal 
year  1990,  by  the  transfer  of  21  staff  years  from  irs'  appropriations  to  that 
of  oiG.  The  IG  Act  was  amended  in  1988  with  special  provisions  included  to, 
cunong  other  things,  ensure  the  privacy  of  tax-related  information.  These 
provisions  did  not  limit  dig's  authority  but  required  an  explicit  accounting 
of  oig's  access  to  tax-related  information  in  performing  audits  or 
investigations  of  ms  operations.  The  oig's  authorities  were  also  articulated 
in  Treasury  Order  114-01  signed  by  the  Secretary  of  the  Treasury  in 
May  1989. 

Specifically  related  to  oio  investigative  authorities,  in  September  1992,  the 
Treasury  ig  issued  Treasury  Directive  40-01  summarizing  the  authority 
vested  in  oiG  and  the  reporting  responsibilities  of  various  Treasury 
bureaus.  Among  the  responsibilities  of  law  enforcement  bureaus, 
including  irs,  are  to  (1)  provide  a  monthly  report  to  OIG  concerning 
significant  internal  investigative  and  audit  activities,  (2)  notify  dig 
immediately  upon  receiving  allegations  involving  senior  officials  or 
internal  affairs  or  inspection  employees,  and  (3)  submit  written  responses 
to  gig  detailing  actions  taken  or  planned  in  response  to  gig  investigative 
reports  and  gig  referrals  for  agency  management  action. 

Under  procedures  established  in  a  Memorandum  of  Understanding 
between  dig  and  iRS  in  November  1994,  the  requirement  for  immediate 
referrals  to  gig  of  all  misconduct  allegations  was  reiterated  and 
supplemented,  gig  has  the  discretion  to  refer  any  allegation  to  irs  for 
appropriate  action,  i.e.,  either  investigation  by  Inspection  or  adn  :inistrative 
action  by  iRs  management.  If  irs  officials  believe  that  an  allegation  referred 
by  gig  warrants  gig  attention,  they  may  refer  the  case  back  to  oic 
requesting  that  gig  conduct  an  investigation. 

GIG  officials  advised  us  that  under  the  original  1992  directive,  they 
generally  handled  most  allegations  implicating  Senior  Executive  Service 
(sEs)  and  Inspection  employees,  while  rescr\Tng  the  right  of  first  refusal  on 
GS-15  employees.  Under  the  procedures  adopted  in  1994,  wliich  were 
driven  in  part  by  resource  constraints  and  oig's  need  to  do  more  criminal 
misconduct  and  procurement  fi^ud  investigations  across  all  Treasury 
bureaus,  gig  officials  stated  they  have  generally  referred  allegatior\s 
involving  GS-15s  and  below  to  iRS  for  investigation  or  management  action. 
The  same  is  true  for  allegations  against  any  employees,  including  those  in 
SES,  involving  administrative  matters  and  allegations  dealing  primarily  with 
tax  disputes,  gig  officials  said  that  a  determination  is  made  by  gig  after  a 
preliminary  review  of  the  merits  of  the  allegations  whether  to  investigate. 
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Table  1 :  Disposition  of  Allegations 
Involving  IRS  Employees  Handled  by 
Treasury  OIG  (FY  199S) 


refer  to  irs  to  either  investigate  or  take  administrative  action,  or  to  take  no 
action  at  all.  Table  1  summarizes  the  number  and  disposition  of  allegations 
received  by  gig  involving  irs  in  fiscal  year  1995. 


Disposition  of  allegation 

Number 

Referred  to  iRS» 

201 

No  action  taken 

71 

OIG  investigation 

44 

Other 

5 

Total 

321 

*0IG  management  information  could  not  be  used  to  distinguish  between  referra 
Security  or  IRS  management  without  reviewing  related  case  files 

Source  OIG  Management  Information  System- 


In  fiscal  year  1995,  gig  received  321  allegations,  many  of  which  involved 
senior  irs  officials.  After  a  preliminary  review,  gig  decided  no  action  was 
warranted  on  71  of  the  allegations,  referred  201  to  irs — either  for 
investigation  or  administrative  action — investigated  44,  and  closed  5 
others  for  various  admirustrative  reasons. 

gig  officials  stated  that,  based  on  their  investigative  experience,  most 
allegations  of  wrongdoing  by  irs  staff  that  involve  taxpayers  do  not  involve 
senior  level  irs  officials  or  Inspection  employees.  Rather,  these  allegations 
typically  involve  those  irs  ExEimination  and  Collection  employees  who 
most  often  interact  directly  with  taxpayers. 

gig  officials  are  to  assess  the  adequacy  of  irs'  actions  in  response  to  gig 
investigations  and  referrals  as  follows:  (1)  irs  is  required  to  make  written 
responses  on  actions  taken  within  90  days  and  120  days,  respectively,  on 
GIG  investigative  reports  of  completed  investigations  and  gig  referrals  for 
investigations  or  management  action;  (2)  oig  investigators  are  to  assess 
the  adequacy  of  irs'  responses  before  closing  the  oio  case;  and  (3)  gig 
Office  of  Oversight  is  to  assess  the  overall  effectiveness  of  irs  Inspection 
capabilities  and  systems  through  periodic  operational  reviews.  In  addition 
to  assessing  irs'  responses  to  gig  investigations  and  referrals,  each  quarter 
the  IG,  Deputy  ig,  and  Assistant  ig  for  Investigations  meet  to  brief  the  irs 
Commissioner,  Deputy  Commissioner,  and  Chief  Inspector  on  the  status  of 
allegations  involvir\g  senior  irs  officials,  including  those  being  investigated 
by  OIG  and  those  awaiting  irs  action. 
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While  ofBcials  from  both  agencies  agree  that  the  arrangement  is  working 
well  to  ensure  allegations  involving  senior  irs  officials  and  Inspection 
employees  are  being  handled  properly,  oig  officials  expressed  some 
concern  with  the  amount  of  time  ffis  typically  takes  to  respond  with 
actions  on  oiG  investigations  and  referrals,  irs  officials  acknowledged  that 
responses  are  not  always  within  OIG  time  frames  because,  among  other 
reasons,  determinations  about  taking  disciplinary  actions  and  imposing 
such  actions  may  take  a  considerable  amount  of  time.  Also,  they  said  some 
cases  must  be  returned  for  additional  development  by  oio,  which  may 
prolong  the  time  for  completion.  The  irs  officials,  however,  also  suggested 
that  actions  on  oig  referrals  are  closely  monitored  as  evidenced  by  their 
inclusion  in  discussions  during  quarterly  ig  briefings  with  the 
Commissioner.  While  we  did  not  independently  test  the  effectiveness  of 
this  oiG/ms  arrangement,  we  found  no  eNidence  to  suggest  these  allegations 
are  not  being  property  handled. 


Conclusions 


IRS  has  taken  specific  steps  in  relation  to  certain  recommendations  made 
in  our  1994  report  and  initiated  other  actions  to  strengthen  its  controls 
over  taxpayer  abuse  by  its  employees.  Even  so,  at  this  time,  we  remain 
unable  to  determine  the  adequacy  of  irs'  system  of  controls  to  identify, 
address,  and  prevent  instances  of  abuse.  However,  we  are  encouraged  by 
irs'  recent  decision  to  develop  a  taxpayer  complaint  tracking  system  that 
essentially  adopts  the  definition  of  taxpayer  abuse  included  in  our  1994 
report  as  a  starting  point  for  defining  the  elements  of  taxpayer  complaints. 


We  believe  this  is  a  critically  important  commitment  that  irs  must  sustain. 
If  effectively  designed  and  implemented,  ms  should  have  an  enhanced 
ability  to  identify,  address,  and  protect  against  the  mistreatment  of 
taxpayers  by  irs  employees  or  the  tax  system  in  general.  While  we  are 
encouraged  by  iRs'  commitment,  we  also  recognize  the  formidable 
challenge  iRS  faces  in  developing  an  effective  complaints  tracking  system. 

irs  needs  a  more  effective  complaints  tracking  system  because,  while  irs, 
oiG.  and  DOJ  information  systems  contain  data  about  the  treatment  of 
taxpayers,  the  data  relevant  to  employee  misconduct  or  taxpayer 
complaints  are  not  readily  or  easily  distinguishable  from  other  allegations 
that  do  not  involve  taxpayers.  The  systems  do  not  have  the  same  employee 
identifiers  or  common  data  elements.  Nor  are  the  data  captured  in  a 
consistent  manner  that  allows  for  consolidation  relative  to  the  number  or 
outcome  of  taxpayer  complaints  using  the  definition  irs  is  adopting. 
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Given  iRs'  recent  commitment  and  related  efforts  it  has  under  way  to 
design  and  implement  a  taxpayer  complaints  tracking  system  and  the 
recently  enacted  Taxpayer  Bill  of  Rights  2,  we  are  making  no  new 
reconunendations  at  tliis  time. 


Agency  Comments 
and  Our  Evaluation 


The  IRS  Chief,  Management  and  Administration  commented  on  a  draft  of 
this  report  by  letter  dated  August  9,  1996,  (see  app.  UI)  in  which  he 
reiterated  iRs'  commitment  to  preserving  and  enhancing  taxpayers'  rights. 
The  Treasury's  gig  and  doj  also  provided  technical  comments,  which  we 
incorporated  in  this  report  where  appropriate. 


As  agreed  with  your  staff,  unless  you  announce  the  contents  of  this  report 
earlier,  we  plan  no  further  distribution  of  this  report  until  15  days  from  the 
date  of  this  letter.  At  that  time,  we  will  send  copies  of  this  report  to  the 
Ranking  Minority  Member,  Senate  Committee  on  Finance;  the  Chairman 
and  the  Ranking  Minority  Member,  Senate  Committee  on  Governmental 
Affairs;  and  the  Chairman  and  the  Ranking  Minority  Member,  House 
Committee  on  Ways  and  Means.  We  will  also  send  copies  to  other 
interested  congressional  committees,  the  Commissioner  of  Internal 
Revenue,  the  Treasury  Inspector  General,  the  Attorney  General,  and  other 
interested  parties.  We  will  also  make  copies  available  to  others  upon 
request. 


The  m^or  contributors  to  this  report  are  listed  in  appendix  IV.  If  you  have 
any  questions  concerning  this  report,  please  contact  me  at  (202)  512-9044. 


Sincerely  yours, 


Natwar  M.  Gandhi 
Associate  Director,  Tax  Policy 
and  Administration  Issues 
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Abbreviations 


DOJ 
EOUSA 


ISMIS 

OIG 

OIG/OIMIS 


SES 

TSM 


Automated  Labor  and  Employee  Relations  Tracking 

System 
Department  of  Justice 

Executive  Office  of  the  United  States  Attorneys 
General  Schedule 
Integrated  Data  Retrieval  System 
Inspector  General 
Information  Gathering  Projects 
Internal  Revenue  Ser\ice 

Internal  Security  Management  Information  System 
Office  of  Inspector  General 
Office  of  Inspector  General  Office  of  Investigations 

Management  Information  System 
Problem  Resolution  Office  Management  Information 

System 
Senior  Executive  Service 
Tax  Systems  Modernization 
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^pendix  I 


Summary  of  IRS  Actions  in  Response  to  the 
1994  GAO  Report  on  Taxpayer  Abuse 


GAO  recommendation 


IRS  action  taken  or  planned 


Establish  a  servicewide  definition  of  taxpayer  abuse  or 
mistreatment  and  identify  and  gather  the  management  information 
needed  to  systematically  track  its  nature  and  extent 


IRS  has  recently  established  a  definition  for  "taxpayer  complaints" 
and  IS  now  committed  to  establishing  a  complaints  tracking 
process 


Ensure  that  Tax  Systems  Modernization  provides  the  capability  to 
minimize  unauthorized  employees  access  to  taxpayer  information  in 
the  computer  system  that  eventually  replaces  the  Integrated  Data 
Retrieval  System, 


Issued  a  12-point  Information  Security  Policy  to  all  IRS  staff, 
published  "High-Level  Security  Requirements,"  and  started 
development  of  an  Information  System  Target  Security 
Architecture, 


Revise  the  guidelines  for  information  gathering  projects  to  require 
that  specific  criteria  be  established  for  selecting  taxpayers'  returns 
to  be  examined  during  each  pro|ect  and  to  require  that  there  is  a 
separation  of  duties  beNveen  staff  who  identify  returns  with  potential 
for  tax  changes  and  staff  who  select  the  returns  to  be  examined 


Issued  an  updated  memorandum  to  field  staff  regarding  the 
highly  sensitive  nature  of  information  gathering  projects. 


Reconcile  all  outstanding  cash  receipts  more  often  than  once  a 
year  and  stress  in  forms,  notices,  and  publications  that  taxpayers 
should  use  checks  or  money  orders  whenever  possible  to  pay  their 
tax  bills,  rather  than  cash. 


IRS  IS  instructing  its  managers  to  conduct  random  unannounced 
reconciliations  of  cash  receipts  used  by  IRS  staff  who  receive 
cash  payments  from  taxpayers  Revised  Publication  594. 
"Understanding  the  Collection  Process."  Publication  17,  "Your 
Federal  Income  Tax."  and  the  1995  1040  tax  package  to 
encourage  taxpayers  to  pay  with  checks  or  money  orders,  rather 
than  cash. 


Better  inform  taxpayers  about  their  responsibility  and  potential 
liability  for  the  trust  fund  recovery  penalty  by  providing  taxpayers 
with  special  information  packets. 


Revised  Publication  334.  "Tax  Guide  for  Small  Business."  and 
Circular  E.  "Employer's  Tax  Guide."  to  explain  the  potential  liability 
for  the  trust  fund  recovery  penalty  if  amounts  withheld  are  not 
remitted  to  the  government,  and  started  including  Notice  784. 
"Could  You  Be  Personally  Liable  for  Certain  Unpaid  Federal 
Taxes?"  with  the  first  balance  due  notice  for  business  taxes. 


Provide  specific  guidance  for  IRS  employees  on  how  they  should  No  actions  taken  or  planned  Because  we  did  not  find  instances 

handle  White  House  contacts  other  than  those  involving  tax  checks  of  improper  contacts.  IRS  is  of  the  opinion  that  current  procedures 

of  potential  appointees  or  routine  administrative  matters  covering  third-party  contacts  are  adequate. 

Seek  ways  to  alleviate  taxpayers'  frustration  in  the  short  term  by  Requested  top  executives  to  review  ma|or  issues  the  Ombudsman 

analyzing  the  most  prevalent  kinds  of  information-handling  identified  via  the  Problem  Resolution  Program  that  have  resulted 

problems  and  ensuring  that  requirements  now  being  developed  for  m  repeat  taxpayer  problems 
Tax  Systems  tvtodernization  information  systems  provide  for 
long-term  solutions  to  those  problems. 

Source  1994  GAO  report  and  IRS  responses  and  subsequent  actions 
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Appendix  II 


IRS,  Treasury  OIG,  and  DOJ  Information 
Systems  With  Data  Elements  on  Potential 
Taxpayer  Abuse 


Name  of  information  system 


Primary  use  of  information  system 


IRS  -  Internal  Security  Management 
Information  Systerii  (ISMIS) 


IRS  -  Automated  Labor  and  Employee 
Relations  Tracking  System  (ALERTS) 


Internal  Security  management  use  this 
system  to  track  the  status  of  investigations 
and  for  operational  and  workload 
management 


Data  elements  In  which  potential 
taxpayer  abuse  may  be  found' 

— Miscellaneous  employee  miscond 

— Computer  improper  access 
— Intimidation/harassment 


— Disclosure  of  confidential  information 
Labor  Relations  staff  use  this  system  to  —Taxpayer  charge  or  complaint 

track  the  status  and  results  of  possible 

disciplinary  action  relative  to  IRS  employee    — Misuse  of  position/authority 
behavior 


IRS  -  Problem  Resolution  Office 
Management  Information  System  (PROMIS) 


Problem  Resolution  Office  staff  use  this  — Taxpayer  treatment 

system  to  monitor  the  status  of  open 

taxpayer  problems  to  generate  statistics  on  — Collection  actions 

the  volume  of  problems  received  by  major 

categories 


IRS  -  Commissioner's  Mail  Tracking  System 


IRS  ■  Congressional  Correspondence 
Tracking  System 


Legislative  Affairs  staff  use  this  system  to  — Complaints 

track  correspondence  to  the  Commissioner 

and  other  IRS  office  heads/executives 

Legislative  Affairs  staff  use  this  system  to  —Integrity 

track  correspondence  from  congressional 

sources  and  from  referrals  by  the  Treasury  — Employee  conduct 

Department  and  the  White  House 


Treasury  OIG  -  Office  of  Investigations 
Management  Information  System 
(OIG/OIMIS) 


DOJ  EOUSA"  -  Centralized  Caseload  System 


OIG  management  and  desk  officers  use 

the  system  to  monitor  the  status  of  OIG 

investigations  and  to  monitor  whether 

required  responses  to  OIG  investigations 

and  referrals  to  the  Treasury  bureaus,  such 

as  IRS,  have  been  received 

EOUSA  management  use  the  system  to 

monitor  the  status  and  results  of  civil  and 

criminal  prosecutions  and  to  oversee  field      — Public  corruption 

office  caseloads. 


-Tax  dispute/inquiry 
-Unethical/improper  conduct 
-Criminal/other 
-Torts 


DOJ  Tax  Division  -  Case  Management 
System 


Tax  Division  management  uses  the  system 
to  monitor  the  status  and  results  of  civil  and 
criminal  cases,  manage  attorney 
caseloads,  and  prepare  internal  and 
external  reports  such  as  for  the  Office  of 
Management  and  Budget  and  the 
Congress 


-Torts 


— Suits  for  unauthorized  disclosure  of  tax 
information 


—Suits  for  failure  to  release  a  lien  or  for 
unreasonable  IRS  collection  action 


^Based  on  the  opinion  of  agency  officials  responsible  tor  these  information  systems,  these 
systems  do  nol  include  a  specific  data  element  tor  "taxpayer  abuse 

"EOUSA  IS  Executive  Office  of  the  US  Attorneys 

Source  IRS.  Treasury  OIG,  and  DOJ  officials  and  related  information  system  documents 
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Appendix  ni 


Comments  From  the  Internal  Revenue 
Service 


DemurrMCNT  of  the  TReASURY 

INTVNMU.  RtVENUI  SCItVtce 

vwtaiirNOTON.  O.C-  20224 


MJS     9  BSB 


M>.  Lynda  WIIUs 

Ovecler.  Tax  Policy  and  Admlnistfatiiin  Issues 

Genefal  Accounting  Office 

WaaMngton.  DC    20548 

Dear  Ms  WWs: 

lappradata  your  providing  us  wtm  a  copy  o«  the  recent  draft  f»port  "Taji 
AdmmisJration    IRS  Is  Wortdng  To  Improve  Its  Controls  to  Better  Ensure  That 
Taxpayers  Are  Treated  Property,"  and  am  pleased  that  it  contained  no  new 
recomnendations 

As  you  know,  and  the  draft  report  suies,  the  Irttemal  Revenue  Service  is 
eommrttad  lo  presernng  and  enhancing  taxpayers'  rights,  and  took  administrative  steps 
earlier  this  year  to  do  so,  including  revtong  PuWicatior  1,  "Your  Rights  As  A  Taxpayer " 
With  the  approval  of  ttw  Taxpayer  Bill  of  Rights  II,  our  ability  to  assist  taxpayers  Is 
increased    We  are  commrtted  to  developing  a  taxpayer  complaints  tracking  system  that 
meets  the  requirements  of  TBOR  II,  and  will  be  asking  tor  your  Input  as  well  as  other 
stakeholdeis  as  we  proceed  with  the  design 

SIneerely. 


OaCidA  Mader 
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Appendix  IV 

Major  Contributors  to  This  Report 


General  Government  ^J^^^m^I^'  ^j^'j^!  „ 

.    .  Robert  McKay,  Evaluator-in-Cnarge 

Division,  Washington,  James  O'Donnell,  Evaluator 

D.C. 


f\ff\f>a  /-vf  Ppnpral  Rachel  DeMarcus,  Assistant  General  Counsel 

Shirley  A.  Jones,  Attorney  Advisor 

Counsel,  Washington, 
D.C. 
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GAD 


United  States 

General  Accoanting  OfBce 

Washington,  D.C.  20548 


Acconnting  and  Information 
Management  Division 


B-271828 

May  9,  1996 

The  Honorable  Ted  Stevens 

Chairman 

Committee  on  Governmental  AJEfairs 

United  States  Senate 

Dear  Mr.  Chairman: 

In  our  March  1996  testimony  before  your  Committee  on  the  Internal  Revenue 
Service's  (IRS)  Tax  Systems  Modernization  (TSM),'  we  identified  significant  physical 
security  risks  at  IRS'  data  center,  which  is  being  plaimed  to  support  a  new 
electronic  filing  system  caUed  Cj'berfile.   This  system  is  being  developed  for  the  IRS 
by  the  Department  of  Commerce's  National  Technical  Information  Service  (NTIS). 
Our  March  12,  1996,  review  of  the  data  center-which  according  to  the  center's 
management  was  scheduled  to  be  operationally  ready  on  March  19,  1996-fociised 
on  seven  functional  areas  where  controls  should  have  been  in  place  by  that  time  to 
mitigate  security-related  risks.   We  performed  this  review  in  response  to  your 
request  that  we  determine  whether  IRS  had  incorporated  adequate  security 
measures  for  Cyberfile.   However,  because  so  many  serious  weaknesses  were 
identified  in  about  1  hoiu-,  we  did  not  continue  with  the  in-depth  review  that  we 
typically  perform.   Such  a  review,  which  we  plan  to  perform  before  Cyberfile 
becomes  operational,  assesses  physical  security  and  software  controls  beyond 
obvious  observations. 

During  our  tour  of  the  Cyberfile  data  center,  we  reviewed  (1)  data  center 
operations,  (2)  physical  security,  (3)  data  communications  management,  (4)  disaster 
recovery,  (5)  contingency  plaiming,  (6)  risk  analysis,  and  (7)  security  awareness. 
Our  assessment  incorporated  control  tests  fi-om  GAO's  Control  and  Risk  Evaluation 
ai^dit  methodology,  the  Department  of  Defense  Trusted  Computer  Systems 
Evaluation  Criteria  for  controlled  access  protections,  and  federal  standards  and 
guidance  fi-om  Federal  Information  Processing  Standards  Publications  of  the 
National  Institute  of  Standards  and  Technology.    Our  March  testimony  provided 
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examples  of  the  weaknesses  we  found  in  all  seven  areas.  As  agreed  with  your 
office,  this  letter  provides  a  complete  listing  of  the  49  weaknesses  that  we  found. 

DATA  CENTER  OPERATIONS 

Effective  data  center  operations  include  strong  operational  security  safeguards  to 
ensure  the  continuity  of  operations.   We  found  17  operational  sectirity  weaknesses 
in  a  dusty  construction  environment  that  placed  the  equipment  at  operational  risk. 

1.  Large  amounts  of  combustible  materials  were  found  adjacent  to  and  inside  the 
data  center.   Paper  and  cardboard  trash  was  pUed  in  adjacent  areas,  and 
boxes  of  envelopes  were  stacked  in  the  data  center. 

2.  The  data  center's  fire  extinguishers  required  recharging  and  were  haphazardly 
placed  in  the  center,  increasing  vulnerability  to  extensive  fire  damage. 

3.  The  center  uses  wet  standpipe  sprinklers  for  fixe  suppression  in  lower  than 
normal  ceilings.   Taller  individuals  in  the  center  have  to  duck  to  avoid  hitting 
the  sprinklers,  which,  if  inadvertently  sheared  off,  will  release  water  that  can 
damage  the  center. 

4.  The  data  center  is  located  on  the  subbasement  level  of  a  building  and  does 
not  have  water  detectors  under  the  raised  floor,  increasing  the  risk  of 
extensive  electrical  damage  to  computer  equipment  if  the  center  floods. 

5.  Workstations  have  recordable  drives  that  could  be  used  to  download  taxpayer 
information  or  upload  viruses. 

6.  An  emergency  power  cut-off  switch  was  not  safeguarded  against  accidental 
cut-off  or  malicious  tampering. 

7.  Equipment  racks  were  not  grounded,  increasing  the  risk  of  electrical  shock  or 
,  fire. 

8.  Smoke  detectors  in  the  ceiling  were  not  activated,  increasing  the  risk  of  a 
m^or  fire. 

9.  The  center  had  no  plans  for  a  secured  magnetic  t£4>e  Kbraiy,  increasing  the 
risk  of  potential  data  loss  or  extensive  delays  in  data  recovery. 

10.  Backup  batteries  were  to  be  installed  in  an  unventilated  room,  creating  a 
potential  health  hazard  firom  toxic  fiimes. 
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11.  No  wash  facility  was  available  for  individuals  should  they  accidentally  come  in 
contact  with  acid  from  the  backup  batteries. 

12.  Air  induction  panels  on  the  outside  of  the  data  center  walls  provided  easy 
access  to  the  data  center  by  unauthorized  individuals. 

13.  Optical  fiber  lines  for  IRS  and  another  building  occupant  were  commingled  in 
the  same  communications  switch,  exposing  the  IRS  lines  to  risk  of 
unauthorized  access  by  the  other  occupant's  personnel 

14.  Foam  used  to  stabilize  cables  in  the  floor  could  create  a  toxic  fire  hazard. 

15.  Cyberfile's  uninterruptible  power  supply  was  housed  in  the  other  occupant's 
area,  exposing  it  to  risk  of  tampering  by  the  other  occupant's  personnel. 

16.  The  data  center  floor  panels  were  open  and  electrical  wires  were  exposed, 
increasing  the  risk  of  iryury  to  personnel 

17.  The  data  center  equipment  was  operating  wliile  construction  of  the  data 
center  was  taking  place.  The  dusty  environment,  including  high  levels  of 
drywall  dust,  placed  the  expensive  and  delicate  computer  and 
telecommunications  equipment  at  significant  risk  of  damage  and  failure. 

PHYSICAL  SECURITY 

Physical  security  and  access  control  measures,  such  as  locks,  guards,  and 
surveillance  cameras,  are  critical  to  safeguarding  data  and  operations  firom  internal 
and  external  threats.  At  the  data  center  we  foimd  14  physical  security  weaknesses. 

18.  The  lock  on  the  main  door  to  the  data  center  was  improperly  installed, 
exposing  the  mechanism  and  permitting  unauthorized  access  by  flipping  the 
latch  with  a  finger. 

19.  All  doors  to  the  data  center  had  unsecured  hinges  on  the  outside,  allowing 
easy  removal  of  the  doors  to  permit  unauthorized  entrance  to  the  data  center. 
During  our  walk  through,  the  data  center  manager  acknowledged  that  the 
doors  had  imsecured  hinges.   However,  during  our  April  30,  1996,  meeting, 
ofiBcials  said  that,  of  the  center's  external  doors,  two  of  three  had  secure 
hinges. 

20.  Multiple  exit  doors  were  not  alarmed  or  monitored  by  security  cameras, 
thereby  allowing  exit  or  entrance  without  detection. 


GAO/AIMD-96-85R  Security  Weaknesses  at  IRS'  Cyberfile  Data  Center 


Pages 


404 


B-271828 


21.  Packages  and  other  personal  articles  were  not  inspected  before  being  allowed 
into  the  data  center,  increasing  internal  security  threats.   This  leaves  the 
center  vulnerable  to  physical  attack  from  concealed  weapons  as  well  as 
technical  attack.   For  example,  malicious  software  could  be  brought  in  to 
introduce  viruses. 

22.  Electronic  card  key  devices  installed  on  doors  in  an  environment  without 
guards  or  cameras  do  not  limit  access  to  authorized  personnel  only. 
Unauthorized  personnel  can  follow  cardholders  into  the  center  and  pose  a 
threat  to  the  equipment  and  taxpayer  data. 

23.  Cigarettes  were  being  smoked  in  the  facility  and  we  observed  cigarette  smoke 
and  numerous  butts  in  the  piles  of  combustible  materials. 

24.  A  large  hole  made  in  the  data  center  wall  did  not  lead  to  the  battery  room,  as 
data  center  personnel  had  stated.   Instead,  we  found  that  it  led  to  an  area 
shared  with  the  building's  other  occupant 

25.  Background  investigations  required  for  personnel  working  on  secure  facilities 
had  not  been  conducted  for  personnel  doing  construction,  pulling 
communications  wires,  and  setting  up  operations  in  the  data  center.   These 
personnel  worked  for  contractors  and  the  building's  other  occupant 

26.  Background  investigations  required  for  personnel  working  on  sensitive 
systems  had  not  been  conducted  for  NTIS  personnel  working  on  Cyberfile 
applications  in  the  production  environment 

27.  Personnel  in  the  data  center  were  not  wearing  any  badges  or  other  forms  of 
identification  to  validate  their  authority  to  be  in  the  data  center. 

28.  Vendors  were  allowed  imescorted  access  throughout  the  data  center. 

29.  Contractor  personnel  told  us  they  were  developing  and  testing  their  software 
in  the  production  environment  This  should  be  performed  in  a  separate 
development  and  test  facility  so  that  the  production  environment  is  not 
exposed  to  increased  risk  of  sabotage  and  mishap  due  to  errors.   During  our 
April  30,  1996,  meeting,  officials  told  us  that  contractors  do  not  develop  and 
test  software  in  the  data  center. 

30.  The  data  center  did  not  have  a  ser'ire  perimeter.  Access  to  shared  areas  that 
completely  encircle  the  data  center  was  not  controlled  by  NTIS,  increasing  the 
risk  of  sabotage  to  the  facility- 
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31.  Individuals  entering  the  data  center  were  asked  to  sign  a  log,  but  were  not 
required  to  show  valid  identification. 

DATA  COMMUNICATIONS  MANAGEME^r^ 

Data  communications  management  is  the  function  of  monitoring  and  controlling 
communications  networks  to  ensure  that  they  operate  as  intended,  transmitting 
timely,  accurate,  and  reliable  data  in  a  secure  fashion  to  and  firom  taxpayers.  We 
found  10  communications  management  weaknesses  at  the  data  center. 

32.  Telecommunications  equipment,  such  as  telecommunication  switches  and 
patch  panels,  was  not  physically  protected  and  could  be  accessed  and 
damaged  by  unauthorized  persoimel. 

33.  A  communications  device  intended  to  be  used  only  to  monitor  data  flow  could 
also  be  used  for  altering  data  and  for  browsing. 

34.  Communications  lines  were  moimted  unprotected  on  the  back  wall  of  the  data 
center  instead  of  being  enclosed  in  a  secure  telephone  closet  or  box.   This 
increased  the  risk  of  both  malicious  and  uiuntentional  communications 
disruptions. 

35.  No  wiring  plan  for  the  communication  lines  was  available  to  correlate  the 
circuits  with  the  wire  locations.   This  makes  it  difficult  to  isolate  particular 
circuits  for  maintenance  and  to  restore  commimications  after  disruption. 

36.  Commimications  fi^om  other  NTIS  facilities,  which  we  were  told  were  dial-up 
lines,  exposed  the  production  envirorunent  to  attack  by  individuals  outside  ttie 
facility.   During  our  April  30,  1996,  meeting,  we  were  told  that  these 
communicatiorvs  lines  were  not  dial-up,  but  were  frame  relay.  Although  frame 
relay  is  generally  more  secure  than  dial-up  lines,  it  is  still  an  exposiure  to  the 
data  center. 

37.  Communications  cables  nmning  along  the  ceiling  outside  the  data  center  were 
exposed,  providing  a  readily  accessible  target  to  be  cut  or  wiretapped. 

38.  A  separate  communications  line  observed  running  through  the  data  center 
posed  an  undetermined  risk  since  data  center  persormel  could  not  identify  its 
origin,  destination,  or  purpose. 

39.  Patch  panels,  which  can  be  used  to  redirect  communications  traffic,  were 
installed  at  the  data  center,  but  no  policies  or  procedures  were  established  to 
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control  their  use.   This  increases  the  risk  of  communications  disruptions 
caused  by  undisciplined  patch  panel  operations. 

40.  A  data  communications  block  that  was  wired  to  route  Cyberfile's  Internet 
electronic  fiuQng  traffic  was  also  wired  to  route  traffic  for  another  application. 
Without  additional  information  on  how  this  block  will  be  configured,  there  is 
a  risk  of  communications  disruptions  firom  the  other  application. 

41.  Another  data  communications  block  that  was  wired  to  route  Cyberfile's  public 
switch  telephone  network  traffic  was  also  wired  to  route  traffic  for  another 
application.  Again,  without  additional  information  on  how  this  block  will  be 
configured,  there  is  a  risk  of  communications  disruptions  fi-om  the  other 
application. 

DISASTER  RECOVERY 

Effective  disaster  recovery  plans  and  procedures  enable  organizations  to  continue 
operations  or  to  reestablish  operations  at  a  backup  facility  after  disruptions  caused 
by  events  such  as  earthquakes,  floods,  fires,  and  electrical  power  failures. 

42.  Cyberfile  does  not  have  a  backup  computer  facility.   If  a  disaster  occurs  at 
the  data  center,  taxpayers  will  not  be  able  to  file  electronically  from  personal 
computers. 

43.  Cyberfile  does  not  have  adequate  alternate  power  sources  to  maintain 
computer  operations  during  a  power  outage. 

44.  The  data  center  does  not  have  any  building  evacuation  alarms  to  alert 
personnel  and  permit  the  orderly  shut  down  of  operations  and  safe  evacuation 
of  personnel. 

CONTINGENCY  PLANNING 

Contingency  planning  specifies  emergency  procedures  to  restore  critical  operations 
and  identifies  the  key  individuals  responsible  for  carrying  out  the  procedures.   NTIS 
has  a  draft  contingency  plan  that  provides  some  high-level  instructions  for 
maintaining  continuous  Cyberfile  system  operations. 

45.  The  draft  contingency  plan  does  not  have  specific  procedures  to  be  followed 
in  an  emergency.    For  example,  the  action  plan  for  recovering  fi-om  fire 
damage  calls  for  the  initiation  of  proceedings  for  repair  or  replacement  of 
damaged  facilities  and  equipment,  but  does  not  specify  how  to  accomplish 
this  task. 
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46.  The  plan  does  not  identify  the  key  individuals  responsible  for  executing 
specified  procedures. 

RISK  ANALYSIg 

A  risk  analysis  identifies  and  determines  the  severity  of  security  threats  and,  for 
each  threat,  formulates  safeguards  and  estimates  their  cost.  Without  a 
comprehensive  risk  analysis,  system  vulnerabilities  may  not  be  identified  and  cost- 
effective  controls  may  not  be  implemented  to  mitigate  them. 

47.  The  risk  analysis  conducted  for  Cyberfile  was  incomplete  and  did  not 
adequately  address  physical,  operational,  and  communications  seciirity  threats 
to  the  data  center.  For  example,  despite  the  fact  that  the  greatest  risk  to  a 
data  center  is  often  attack  by  its  own  employees,  the  analysis  does  not 
address  the  threat  of  data  center  employees  compromising  taxpayer  data. 

SECURITY  AWARENESS 

A  security  awareness  program  communicates  to  employees  the  importance  of 
security  measures  and  emphasizes  the  employees'  responsibility  for  protecting 
assets. 

48.  There  was  no  security  awareness  program  for  Cyberfile. 

49.  Data  center  security  practice  was  lax.  For  example,  we  found  a  note,  written 
on  a  white  board  in  the  data  center,  instructing  employees  to  hand  off 
passwords  to  employees  on  the  next  shift   Because  employees  share 
passwords,  system  and  data  accesses  and  the  use  of  system  resources  cannot 
be  traced  to  individuals  and,  therefore,  cannot  be  effectively  controlled. 

AGENCY  COMMENTS  AND  OUR  EVALUATION 

The  IRS  Assistant  Commissioner  for  Submission  Processing  provided  us  with 
written  comments,  which  we  discussed  with  IRS  and  NTIS  ofiQclals  on  April  30, 
1996.  These  comments  have  been  incorporated  where  appropriate  and  are  reprinted 
in  the  enclosure  to  this  letter.   IRS  and  NTIS  ofBcials  told  us  that  32  of  the  49 
weaknesses  we  found  during  our  tour  of  the  Cyberfile  data  center  had  been 
corrected  and  that  the  remaining  weaknesses  would  be  corrected  before  tax 
processing  begins. 
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We  are  sending  copies  of  this  report  to  the  Ranking  Minority  Member  of  your 
Comnuttee,  interested  congressional  committees,  the  Secretary  of  the  Treasury,  and 
the  Commissioner  of  Internal  Revenue.   Copies  will  also  be  made  available  to  others 
upon  request.   If  you  or  your  staff  have  any  questions  about  this  letter,  please 
contact  me  at  (202)  512-6412. 

Sincerely  yours, 

Dr.  Rona  B.  Stillman 
Chief  Scientist  for  Computers 
and  Telecommunications 

Enclosure 
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COMMENTS  FROM  THE  INTERNAL  RRVKNUE  SRRVTCR 


Note:   GAO  comments 
supplementing  those 
in  the  report  text 
appear  at  the  end 
of  this  enclosure. 


DEPARTMENT  OF  THE  TREASURY 

INTERNAL  REVENUE  SERVICE 

WASHINGTON.  D.C.  2022« 


APR29I996 


Dr.  Rona  B.  Stillman 

Chief  Scientist  for  Conputers 

and  Teleconnunlcations 
United  States 
General  Accounting  Office 
Accounting  and  Information 
Management  Division 
Washington,  D.C.   20548 


See  comment  1. 


Dear  Ms.  stillman: 

This  is  in  response  to  your  draft  letter  to  Senator  Stevens 
addressing  concerns  with  CyberFile,  a  new  electronic  filing 
system. 

Your  review  of  the  CyberFile  production  site  on 
March  12,  1996,  identified  several  concerns  and  listed  49 
weiOcnesses.   We  value  your  comments,  however,  you  may  not  have 
laeen  aware  of  all  the.  facts. 

The  statement  by  management  at  the  data  center  that  the 
system  was  scheduled  for  operation  on  March  19,  1996,  was 
incorrect.   On  February  21,  1996,  we  determined  the  system  would 
not  be  available  for  the  traditional  1996  filing  season,  but  that 
we  would  continue  to  explore  options  for  limited  filing  in  1996. 
On  March  1,  1996,  this  information  was  presented  to  the  IRS 
executive  committee  and  external  partners. 

The  GAO  review  was  conducted  on  a  nonproduction  site  during 
the  development  phase.   Most  of  the  49  cited  concerns  and 
weaknesses  have  been  corrected.   The  attached  list,  prepared  by 
National  Technical  Information  Service  (NTIS) ,  addresses  each  of 
the  49  concerns,  of  which  32  have  been  corrected.   The  remaining 
17  will  be  corrected  in  accordance  with  The  Department  of 
Treasury  Security  Manual.  TD  P  71-10;  Automated  Information 
System  Security  IRM  2(10)00,  and  Trusted  Computer  System 
Evaluation  Criteria  DOD  5200-28  STD,  prior  to  live  tax 
processing.   In  addition,  we  have  contracted  with  the  Tax  Systems 
Modernization  Institute  (TSMI)  for  an  independent  assessment  of 
the  CyberFile  system  to  provide  a  status  of  readiness. 

It  has  always  been  the  intent  of  IRS  to  meet  all  required 
physical  and  data  security  requirements.   We  maintain  that  the 
remaining  issues  can  be  resolved  and  we  will  continue  to  work 
with  GAO  to  provide  a  secure  system  that  accomplishes  our  common 
goals. 

GAO/ABID-96^R  Security  Weaknesses  at  IRS'  Cyberfile  Data  Center 


Page  9 


410 


ENCLOSURE  ENCLOSURE 


Dr.  Rona  B.  Stillaan 


If  you  have  any  questions  concerning  this  letter,  please 
contact  Be,  or  a  Bember  of  your  staff  nay  contact  Donna  Leach,  of 
the  Systeas  Support  Section,  at  202-283-1060. 


Sincerely, 

Assistant  Commissioner 
(Submission  Processing) 


Enclosure 
As  Stated 
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NTIS  RcspoiBC  to  GAO  April  1996  Letter 

Apnl  25,  19% 


The  GAO  visited  the  CyberFile  pilot  facility  well  prior  to  any  hand-ofTfrom  the  NTIS  to 
IRS,  much  less  actual  operational  readiness.  It  should  be  noted  that  NTIS  stafTonly 
occupied  the  facility  beginning  in  early  Febniaiy.  1996 

>mS  would  never  execute  final  turnover  of  a  facility  that  was  by  NTIS'  own 
determination  an  unsafe  pilot,  or  did  not  meet  the  requu^ments  spelled  out  for  us    In 
addition,  after  turnover,  IRS  would  have  tbe  opportunity  to  apply  any  additional  security 
measures  that  it  deemed  necessary.  Because  of  the  hming  of  GAO's  visit  and  the  type  of 
project  in  question,  thea  our  responses  to  the  issues  raised  by  GAO  fall  in  three 
categones.  First,  some  of  the  issues  raised  by  GAO  clearly  describe  security  issues  that 
we  understand  and  would  address  prior  to  any  determination  of  operational  readiness. 
These  issues  are  identified  below  and  if  they  have  already  been  addressed,  that  is  so  stated. 
Second,  some  of  the  issues  raised  by  GAO  are  appropriate  security  measures  for  a  full 
production  system,  but  had  not  been  spelled  out  as  requirements  for  the  CyberFile  pilot 
effort  and  may  be  excessive  for  a  faciUty  that  is  not  expected  to  be  used  ui  other  than  a 
pilot  capacity.  Third,  some  of  the  issues  raised  by  GAO  may  go  beyond  reasonable  cost- 
benefit  calculations  of  appropnate  security  even  for  a  production  facility.  There  is 
legitimate  debate  as  to  what  burden  of  expense  should  be  put  on  taxpayers  to  provide 
appropriate  levels  of  security  for  the  task  at  hand,  particularly  in  the  context  of  a  limited 
pilot. 

The  IRS  has  always  retained  fhe  option  of  moving  the  CyberFile  fimctionality  into  one  of 
its  existing  approved  sites  once  the  pilot  has  been  demonstrated  successfiilly.  In  that 
context  it  would  be  uiappropriatc  to  expend  the  taxpayer  tiinds  required  to  convert  tfiis 
pilot  site  to  the  higher  standards  necessary  for  permanent  production 

Finally,  it  should  be  noted  that  NTIS  was  never  presented  with  or  bnefed  on  this  list  of  49 
items  until  April  25,  1996.  All  progress  described  agamst  these  concerns  has  been  made 
according  to  our  own  detetminaticn  of  security  requirements,  as  planned. 

Itemized  Responses: 

1 .         Large  amounts  of  combustible  materials  were  found  adjacent  to  and  mside  the  data 
center.  Paper  and  cardboard  trash  were  piled  in  adjacent  areas,  and  boxes  of 
envelopes  were  stacked  in  the  data  center. 

On  March  12  GAO  found  combushble  material  as  a  result  of  ongoing  sue 
construction.  All  construction  ended  on  March  31  and  the  facility  is  free  and 
clear  of  dust  and  debris  or  hazardous  materials. 
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Additionally,  CAO  found  tmelopes  ihai  H<re  lemporortly  being  stored  tn  the 
facility  10  support  ttu:  mailing  of  acknowledgment  letters.  During  the  production 
of  the  CyberFile  Pilot  Program  only  a  limited  number  of  envelopes  will  be  kept 
near  the  computer  lo  fulfill  the  need  of  producing  timely  acknowledgment  letters 

The  data  center's  firr  exdnguisben  required  iccharging  and  were  haptugardly 
placed  in  the  center,  increasiiie  vulnerability  to  extensive  fire  damage. 

STTS  has  since  installed  in  the  facility  properly  mounted  and  charged  fire 
extinguishers,  mounted  per  fire  code  regulations   GAO  aaminedfire 
extinguishers  that  were  controlled  solely  by  USDA. 

The  center  uses  wM  standpipe  sprinklers  for  fire  suppression  in  lower  than  normal 
ceilings.  Taller  individuals  in  the  center  have  to  duck  to  avoid  hitting  the 
sprinklers,  which,  if  inad\  ertemly  sheared  off,  *ill  release  *«er  that  can  daaiage 
the  center. 

According  to  Michael  Sazonw  (VSDA  Engineering)  we  have  to  install  and  use 
the  wet  standpipe  fire  suppression  system  for  this  computer  facility 

The  data  center  is  located  on  the  subbasemem  level  of  a  building  and  does  not 
have  v^ater  detectors  utider  the  raised  floor,  increasing:  the  risk  of  extensive 
electrical  damage  to  computer  equipment  if  the  center  floods. 

True     The  data  centzr  does  not  have  water  detectors    A  proposal  for  ihe 
deployment  of  such  a  technology  was  submired  to  IRS  on  4/74/V6 

Woilistations  have  recordable  CD-ROM  and  £  tppy  drives  that  could  be  used  lo 
download  taxpayer  information  or  upload  viruses. 

There  are  no  recordable  CD-ROM  devices  nor  have  there  ever  been  recordable 
CD-ROM  devices  at  this  site. 

Personal  computers  and  workstaliom  dust  are  presently  in  the  Cyber  File 
computer  center  are  there  to  support  demonstrations.  IRS  SAT  and  of/ice 
administration   Dunng  productum.  only  diskless  workxtanons  are  planned  for 
lUs  facility 

An  emergency  power  cut-off  switch  was  not  safeguarded  against  accidental  cut- 
off or  tnalicious  tampering. 

The  emergency  fAJ^er  cut-off  switch  is  situated  such  that  it  could  be  readily 
accessed  according  to  USDA  Engineering,  fur  safety  purposes    This  is  in 
accordance  and  compliance  with  USDA  Engineering  and  safety  officials 
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Equipment  lacks  were  dm  grounded,  increasing  the  risk  of  electrical  shock  or  fire. 

Tndt    This  will  b*  done  in  May 

Stnoke  detecion  in  ceiling  were  not  activned,  increttisg  the  risk  of  a  major  fire. 

The  mtegraied  smoke  dataion  sysum  was  acttvaied  and  lated  on  4/23/96  as 
planned. 

No  plans  for  a  secured  nugwtic  tape  libnry,  iucreasiug  the  risk  of  potential  dau 
loss  or  extensive  delays  in  data  recovoy. 

The  needjor  a  tape  library  vns  identified  lart  November.  f/TJS  has  afaciUryfor 
offsUe  storage  of  data. 

Backup  battencs  were  to  be  installed  in  an  unventilaied  room,  deating  a  potential 
health  hazard  from  toxic  liases. 

Aticardln^  to  Liebert  Corporation,  the  manufacttirtr  of  the  UPS.  lead  calcium 
hattenes  do  not  rtqidre  ventUarion. 

No  wash  facility  was  available  for  individuals  should  they  accidentally  come  in 
coolatt  with  acid  from  the  backvqi  batteries. 

True    These  battenes  contain  acid  in  a  .sealed  ynU    USDA  Engineering  stares 
these  hatteries  are  approved  for  use  in  a  computer  room  facility  and  pose  no 
haiard 

Air  induction  paneb  on  the  outside  of  the  data  ctoter  walls  provided  easy  access 
to  the  dau  center  by  unauthorized  individuals. 

The  20  "  panel  u  a  transfer  grill  thai  reams  air  lu  the  main  handler  and  prevents 
over-pressunzaiton  of  the  space  To  ensire  unaulhonztd  access  is  not  permitted, 
steel  bars  will  be  installed 

Opbcal  Gber  lines  for  IRS  and  another  buikling  occupant  were  commingled  in  the 
same  communications  switch,  exposing  the  IRS  lines  to  risk  of  unauthorized 
access  by  the  other  occupant's  persoimel. 

True  The  IKS '  optical  fiber  line  is  planned  to  be  isolated  by  mid-summer  The 
vendor.  MFS,  is  adding  new  fiber  cable  runs  into  ihe  USDA  building 

fotm  used  to  subihze  cables  in  the  floor  could  create  a  toxic  fire  hazard. 
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Thiafoam  was  rtmtnedfrom  iheJaeUUy  on  Apnl  II. 

1 5.  CyberFilc'}  unintenuptiblc  power  supply  was  boused  In  (be  ottasr  occupant's  area, 
exposing  it  to  risk  of  tampciiiig  bv  the  otber  occupant's  petsoooet. 

Trut    USDA  Engintermg  has  btgiai  to  develop  a  cost  proposal  to  make  the  UPS 
uunprr-pntof.  This  document  shoidd  be  tnaiUAU  by  April  30 

16.  The  data  center  floor  panels  were  open  and  dectiical  wires  were  exposed 
incrmwing  the  riA  of  iiyuiy  to  peisouuel. 

The/tKility  weut  still  under  construction  on  htarch  12. 

17.  Tbedatacenterequipmcnt  was  opeiatiiig  while  construction  of  tbe  data  center 
was  takine  place.  The  dusty  environment,  including  high  levels  of  drywall  dust, 
placed  the  expensixx  and  delicate  computer  and  telecommunications  equipment  at 
significant  risk  of  dama^Ec  and  £nltire. 

True.  This  siruaiton  no  longer  exists  and  there  have  been  no  knovn  component 
fcalures  as  a  result  ofihii  cuncem. 

IS.  The  lock  on  the  main  door  to  the  dau  center  was  improperly  installed,  exposing 
the  mechanism  and  permitting  unauthorized  access  by  flipping  the  latch  with  a 
finger. 

True    There  is  a  fian  to  replace  this  door  by  nud-May. 

19  All  doors  to  the  data  center  bad  unsecured  hinges  OD  the  outside,  allowii^  easy 
removal  of  the  doors  to  pennit  unauthorized  ensancc  to  the  daia  center. 

There  are  three  external  doors  to  the  CyberFile  data  center   Of  those.  rx>o  had 
secure  hinges  on  3/12   The  secure  hinges  were  installed  on  the  third  door  the  first 
week  of  Apnl. 

20.  Multiple  exit  doors  were  tiot  alarmed  or  ntonitored  by  secunty  cameras,  thereby 
allowing  exit  or  entrance  without  detection. 

True   Of  the  four  doors  in  the  facility,  two  emergency  doors  are  currently 
alarmed  and  will  only  he  used  in  event  ofemergeney   One  of  the  other  doors 
which  IS  an  mtemal  door,  dividing  lab  and  office  area,  will  not  be  alarmed  The 
remaining  door  is  an  entry  door  to  the  office  areu  protected  by  card  key  and  door 
key  devices  and  will  mil  be  alarmed  since  the  facility  is  operated  on  a  24x7 
basis. 
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2 1  Packages  and  other  penonal  articles  were  no;  inspected  before  being  allowed  into 
the  data  center,  increasing  internal  securitj  threats   This  leaves  the  center 
^'ulnerable  to  physical  attack  irom  concealed  weapons,  as  well  as  technical  attack. 
For  example,  malicious  soflwaie  could  be  brought  in  to  introduce  viruses. 

True   Planned  operational  procedures  will  address  this  concern 

22  Electromc  card  key  devices  installed  on  doors  m  an  enviroiuncnt  without  guards 
or  cameras  do  not  limit  access  to  authorized  personnel  only.  Unauthorized 
personnel  can  follow  cardholders  into  the  center  and  pose  a  threat  to  the 
equipment  and  taxpayer  data. 

7>x<e    Planned  operational  procedures  will  address  this  concern. 

2j        Cigarettes  were  being  smoked  m  the  facility  and  we  observed  cigarene  smoke  and 
numerous  buns  in  the  piles  of  combustible  matcruls. 


True    Planned  operational  procedures  will  address  this 

24.  A  large  bole  made  in  the  data  center  wall  did  not  lead  to  battery  room  as  stated  by 
data  center  persotmel.  Instead,  we  fount!  that  it  led  to  an  area  shared  >vitfa  the 
building's  other  occupant. 

True    This  "large  hole    does  not  exist  today  and  was  there  to  connect  a  conduit 
pipe  between  the  UPS  and  backup  batteries,  residing  in  an  isolated  area 

25.  Background  investigations  required  for  personnel  working  on  sectire  facilities  had 
not  been  conducted  for  peisonnel  doing  construction,  pulling  communications 
wires  and  setting  up  operations  in  the  data  center   These  personnel  worked  for 
coninctors  and  the  buildmg's  other  occupant. 

True  All  contractors  who  havi  worked  m  any  way  on  the  CyherFile  initiative  are 
subject  to  a  minimum  background  invtsngation  in  accordance  with  the  IRS  SOW 
dated  10/10/95  This  SOW  does  not  require  MBIs  prior  to  the  commencemeni  of 
the  CyherFile  System 

26        Background  investigations  required  for  persotmel  working  on  sensitive  systems 
hid  not  been  conducted  for  National  Technical  Information  Service's  (NTIS) 
petsoonel  working  on  CyherFile  applications  in  the  pnxluction  environment 

True    All  employees  who  work  on  the  CybtrFile  initiative  art  subject  to  a 
minimum  background  investigation  m  accordance  with  the  IPS  SOW  dated 
1000/95    This  SOIf'does  not  require  background  investigations  prior  to  the 
Lummencement  oj  the  CyherFile  System 
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27.       Personnel  is  the  data  cenier  were  Dot  wening  any  badges  or  other  fonm  of 
identificatioQ  to  validate  their  authority  to  be  S  the  data  center. 

True    Planntd  optralional  proctJures  will  address  this  concern 

28       Vendor}  were  allowed  unescorted  access  throughout  the  data  cenier. 

Tnie.  Planned  operanonal  procedures  wtU  addrtss  rhis  concern 

29.       Contractors  were  developing  and  testing  their  software  in  the  production 

environincst.  rather  than  using  a  separate  developmest  and  test  facility   This 
exposes  the  production  emiiomnem  to  increased  risk  of  sabotage  and  tnisfaap  due 
to  errors. 

False    This  pilot  faciht}'  was  utilized  to  support  final  system  test  separately  from 
our  Development,  and  Integration  facUUies  in  Springfield.  VA 

30        The  data  center  did  not  hav-e  a  secure  perimeter.  Access  to  shared  areas  that 
completely  encircle  the  dau  cemer  was  no:  conirulled  by  NTIS.  increasing  the 
risk  of  sabotage  to  the  facilit)'. 

The  IRS  CyberFile  center  is  completely  separate  from  the  USDA  computer  room 

False.  The  IKS  data  tenter  is  located  within  a  controlled  access  USDA  data 
center 

3 1 .  IndiMduals  entering  the  data  center  were  asked  to  sign  a  log  but  were  not  required 
to  show  valid  identification. 

True    Planned  operational  procedures  will  address  this  concern 

32 .  Tdfcommunications  equipmettc,  such  as  tslecozmmmications  switches  and  patch 
panels,  was  not  physically  protected  and  could  be  accessed  and  damaged  b> 
unauthorized  persoimel. 

True   As  of  4/3/96  four  peopir  have  key  access  to  these  patch  panels 

3  3        Communications  de^-ices  intended  to  be  used  only  to  momtor  data  flow,  cotild 
also  be  used  to  alter  data  and  for  browsing 

False    There  is  no  device  in  the  facility  that  would  alio*  this  to  happen 

34.       Conununicalions  Imci  were  mounted  unprotected  on  the  hack  w:all  of  Che  data 
center  instead  of  bemg  enclosed  in  a  secure  lelepboiw  closet  or  box.  This 
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See  comment  14. 


increased  the  risk  of  both  maiicious  and  unintentioaal  communicatiom 
duiupuons. 

True    The  communication  Una  terminate  within  the  computer  room 

No  wiling  plan  for  the  communication  lines  was  available  to  coirelate  the  circuits 
with  the  wire  locations   This  makes  it  difficult  to  isolate  particular  circuits  for 
Qudntenancc  and  to  restore  communications  aAer  disruption. 

True   All  winngplanj  have  been  jubimtied  to  CUandare  in  use  at  USDA 

Dial-m  communications  from  other  NTIS  facDities  exposed  the  production 
environment  to  attack  b)'  individuals  outside  the  facility. 

False.  \o  dial-in  communication  is  permitted  from  other  STIS  facilities 

Commumcations  cables  running  along  the  ceiling  outside  the  H»ta  center  were 
exposed,  providing  a  readily  accessible  target  to  be  cut  or  wiretapped. 

These  eitenuil  communications  cables  belong  lo  USDA  ami  are  not  being  used  hy 
the  data  center 

A  separate  communications  line  observed  ruonicg  ttanxigb  the  data  center  posed 
an  undetennincd  risk  since  data  cenier  personnel  could  not  identify  its  origin, 
destination,  or  purpose. 

True    This  cable  hus  been  rerouted  and  is  no  longer  operational 

Patch  panels,  which  can  be  used  to  ledirect  communicatioDS  traffic,  were  installed 
at  the  data  centct.  but  no  policies  or  procedures  were  established  to  control  their 
use.  This  increases  the  risk  ofcommunicaiioQsdisniptions  caused  by 
undisciplined  patch  panel  operations. 

True    Plamtd  operational  procedures  will  odditis  this  concern 

A  data  commumcaQons  block  that  was  wired  to  route  CyberFile's  Internet 
elcctromc  tiina  trtfTic  was  also  vkiied  to  route  traffic  for  another  applicaiion. 
Without  additional  infbnnatioD  on  how  this  block  will  be  conSguied,  there  is  a 
risk  of  communications  disruptions  boa  the  other  apphcation. 

True    The  IKS  optical  fiber  line  is  planned  to  be  isolated  by  mid-summer    The 
vendor,  MFS.  is  methodically  adding  new  aible  runs  into  the  building 

AnoUm  iaa  comniunjcatioiu  block  that  w»  wiml  ui  iduIc  CyberFile's  BOO 
number  traffic  was  also  word  to  route  traffic  for  another  application    Again. 
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Mitbout  additional  informaiion  on  how  this  block  will  be  configured,  ihere  is  « 
risk  of  communications  disruptions  6om  the  other  ^iplication. 

False.  No  8009s  rout  lo  another  application 

42.  CyberFiJe  does  Qot  have  a  backup  computs  facility.  Ifa  disaster  occurs  at  the 
data  center,  taxpayers  will  not  be  able  to  file  dectnmically  &om  personal 
conipiilcts. 

CyberFite  does  not  have  a  backup  faciliry   However,  given  thai  CyberFUe  is  a 
pilot  system,  the  IRS  will  rely  on  alternative  EFS  programs  as  a  CyberFile 
contingency 

43.  CyberFile  does  not  have  adequate  aitemaitve  power  sources  to  maintain  computer 
operations  during  a  power  outage. 

True    Having  no  back-up  poster  generator  is  an  acceptable  risk /or  this  pilot 
system 

44        The  data  center  does  not  have  any  building  evacuation  alarms  to  alert  personnel 
and  permit  orderly  shut  down  of  operations  and  safe  evacuation  of  personnel. 

TTierc  is  a  building  alarm  that  indicates  danger  in  other  pans  of  the  building  An 
alarm  speaker  was  installed  ai  the  end  of  March 

4$.       The  draft  contingency  plan  does  not  have  specific  procedures  to  be  followed  in  an 
emergency.  For  example,  the  aaion  plan  for  recovering  £rom  file  damage  calls 
for  the  initiation  of  proceedings  for  repair  or  replacement  of  damaged  facilities 
and  et^pment.  bin  does  not  specify  how  to  acconqilish  this  task. 

True   Planned  operanonal  procedures  will  address  this  concern 

46.  Tlie  plan  does  not  identify  the  key  individuals  responsible  for  executing  specified 
procedures. 

True.  Planned  <q>erational  procedures  will  address  this  concern 

47.  The  risk  analysis  conducted  for  CyberFile  was  incomplete  and  did  not  adequately 
address  physical,  operational,  and  cummunitations  security  threats  to  the  data 
center.  For  example,  despite  the  &ct  that  the  giealest  risk  to  a  data  center  is  often 
attack  by  its  own  employees,  the  analysis  does  not  address  the  threat  of  data 
center  employees  compromising  taxpayer  data. 

The  /JtS  conducted  a  Cyber  F tie  risk  asitssmatt. 
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48.  There  was  DO  security  awannes  ptognm  for  CyberFilc. 

True    Planned  operational  procedures  will  addreu  this  conetm 

49.  Data  cemcr  security  practice  was  lax.  For  exampie,  we  found  a  note,  written  on  a 
white  boanl  in  tbe  data  center,  insmictiiig  employees  to  band-off  passwords  to 
employees  on  tbe  next  shift.  Because  employees  sbore  passwords,  system  and 
data  accesses  and  the  use  of  system  icscuices  cannot  be  traced  to  individuals,  and 
therefore,  cannot  be  effectively  conctoUed. 

Tnie   Planned  operaiional  procedures  will  address  this  concern 
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The  following  are  GAO's  comments  on  the  Internal  Revenue  Service's  letter 
dated  April  29,  1996. 

GAP  Comments 

1.  Data  center  management  told  us  that  the  center  would  be  operationally  ready 
on  March  19,  1996.  This  statement  was  consistent  with  previous  and  subsequent 
statements  made  to  us  by  IRS  and  NTIS  management. 

2.  The  weakness  we  identified  was  that  wet  standpipe  sprinklers  were  installed 
in  lower  than  normal  ceilings,  not  that  wet  standpipe  sprinklers  were  used. 

3.  We  modified  the  finding  to  cite  the  recordable  drives  which  were  functioning 
in  the  center  during  our  review  and  deleted  the  reference  to  the  CD-ROM. 

4.  The  weakness  we  identified  was  inadequate  safeguarding  of  an  emergency 
cut-off  switch,  not  its  location.   Officials  at  the  April  30,  1996,  meeting  said  that 
modifications  had  been  made  to  the  switch  to  address  our  concern. 

5.  Our  concern  is  with  the  need  for  a  tape  library  in  the  center.   It  did  not 
address  the  need  for  off-site  data  storage. 

6.  During  our  review,  batteries  were  not  yet  installed.  Batteries  typically  used  to 
maintain  computer  center  operations  require  ventilation  and  wash  facilities.  We 
will  reassess  this  issue  after  the  batteries  are  installed. 

7.  During  our  review,  there  was  no  evidence  of  secured  hinges  on  any  data 
center  doors.   Center  manj^ement  at  that  time  acknowledged  our  concern. 

8.  Background  investigations  are  required  for  all  contractors  working  in  IRS 
computer  centers  that  handle  or  will  handle  taxpayer  data.   This  includes  the 
contractors  buUding  the  Cyberfile  facility. 

9.  Contractor  personnel  interviewed  during  our  walk  through  of  the  Cyberfile 
data  center  said  they  were  developing  and  testing  software. 

10.  The  IRS  Cyberfile  center  can  be  accessed  through  areas  shared  with  USDA. 
As  a  result,  IRS  security  depends  upon  USDA  and  its  personnel,  as  weD  as  IRS 
and  its  personnel  This  poses  additional  risk  to  IRS  that  must  be  controlled. 
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11.  During  our  review,  computer  center  persormel  told  us  that  such  a  device  was 
on  order  for  use  in  the  center. 

12.  Computer  center  personnel  told  us  that  the  center  had  dial-in 
communicatioiis.   The  issue  here,  however,  is  that  any  communications  into  the 
data  center  pose  a  risk  and  must  be  adequately  controlled. 

13.  Without  a  wiring  plan,  as  noted  in  weakness  number  35,  we  cannot 
substantiate  whether  these  communications  cables  are  part  of  the  Cyberfile 
computer  center. 

14.  The  response  does  not  address  the  weakness.  To  meet  IRS'  security 
requirements,  these  data  communications  blocks  cannot  be  shared. 

15.  The  response  asserts  that  other  electronic  filing  systems  will  handle 
Cyberfile  submissions  if  Cyberfile  fails  but  does  not  explain  how  or  when  this 
will  occur  since  the  other  systems  cannot  handle  Cyberfile  submissions  now. 

16.  It  is  true  that  IRS  conducted  a  Cyberfile  risk  assessment  Our  point  was  that 
it  was  incomplete  and  inadequate. 


(511516) 
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DEPARTMENT  OF  THE  TREASURY 

INTERNAL  REVENUE  SERVICE 

WASHINGTON.  DC.  20224 

October  10,  1996 


The  Honorable  Ted  Stevens 

Chairman,  Committee  on  Governmental  Affairs 

United  States  Senate 

Washington,  DC  20510 

Dear  Mr.  Chairman: 

In  accordance  with  31  U.S.C.  section  720,  I  am  writing  you  concerning  actions  by 
the  Internal  Revenue  Service  (IRS)  in  response  to  the  recommendations  contained  in  a 
report  by  the  General  Accounting  Office  (GAO)  entitled  Tax  Systems  Modernization: 
Cyberfile  Project  Was  Poorly  Planned  and  Managed  (AIMD-96-140;  August  26,  1996). 

The  GAO  report  identified  problems  with  the  planning  and  management  of  the 
Cyberfile  project  which  would  have  allowed  taxpayers  to  file  tax  returns  using  their 
personal  computers.  The  IRS  agrees  with  GAO's  overall  assessment  that  the  Cyberfile 
project,  which  was  officially  suspended  in  May  1996,  was  not  administered  properly. 
Before  the  end  of  the  year,  in  response  to  GAO's  recommendations  in  the  Cyberfile 
report,  Commissioner  Richardson  will  be  issuing  a  report  to  Congress  which  will 
document  the  agency's  involvement  in  Cyberfile  and  the  strategy  that  has  been 
adopted  to  strengthen  IRS'  technical  management  capabilities. 

If  you  have  any  questions,  please  do  not  hesitate  to  contact  me  at  622-3720. 

Sincerely, 

Floyd  L.  Williams 

National  Director  for  Legislative  Affairs 

Enclosure 
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GAO 


United  States 

General  Accounting  Office 

Washington,  D.C.  20548 


Accounting  and  Information 
Management  Division 

B-271015 

August  26, 1996 

The  Honorable  Ted  Stevens 
Chairman,  Committee  on 
Governmental  Affairs 
United  States  Senate 

Dear  Mr.  Chairman: 

This  report  responds  to  your  February  1996  request  that  we  assess 
whether  ^pUcable  procurement  laws  and  regulations  were  adhered  to  in 
the  acquisition  of  Cyberfile,  an  electronic  filing  system  being  developed  for 
the  Internal  Revenue  Service  (ms)  by  the  Department  of  Commerce's 
National  Technical  Information  Service  (ntis).  Specifically,  as  agreed  with 
your  staff,  we  determined  whether  (1)  ms'  decision  to  use  ntis  to  develop 
Cyberfile  was  based  on  sound  analysis,  (2)  appUcable  procurement  laws 
and  regulations  were  followed  in  acquiring  Cyberfile  equipment  and 
services,  (3)  Cyberfile  obligations  and  costs'  were  accounted  for  properly, 
and  (4)  equipment  and  services  were  acquired  cost-effectively. 

This  report  contains  recommendations  to  the  Commissioner  of  the  ms  and 
the  Secretary  of  the  Department  of  Commerce.  Details  of  our  scope  and 
methodology  are  in  appendix  I.  The  Department  of  the  Treasury,  ms,  and 
Commerce  commented  on  a  draft  of  this  report  Their  comments  are 
discussed  in  the  "Agency  Comments"  section  and  are  reprinted  in 
appendixes  II,  ID,  and  IV. 

RpQi  i1t<s  in  Rri  Af  ^  selection  of  ntis  to  develop  Cyberfile  was  not  based  on  sound  analysis. 

IRS  did  not  adequately  analyze  requirements,  consider  alternatives,  or 
assess  ntis'  capabilities  to  develop  and  operate  an  electronic  filing  system, 
even  though  the  need  for  these  critical  prerequisites  was  brought  to 
management's  attention  as  early  as  July  1996.  Instead,  ms  selected  ntis 
because  it  was  expedient  and  because  ntis  promised  ms,  without  any 
objective  support,  that  it  could  develop  Cyberfile  in  less  than  6  months  and 
have  it  operating  by  February  1996. 

In  order  to  meet  these  self-imposed  time  constraints,  the  project  was 
hastily  initiated.  Development  and  acquisition  were  undisciplined,  and 
Cyberfile  was  poorly  managed  and  overseen.  As  a  result,  it  was  not 


'The  financia]  measure  of  resources  consumed  in  accomplishing  a  spedfied  puipose.  such  as 
performing  a  service,  carrying  out  an  activity,  or  completing  a  unit  of  work  or  a  specified  project 
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delivered  on  time,  and  after  advancing  $17.1  million  to  ntis,  irs  has 
suspended  Cyberfile's  development  and  is  reevaluating  the  project 

IRS  and  NTIS  did  not  follow  all  sqsplicable  procurement  laws  and  regulations 
in  developing  Cyberfile.  nis  cited  the  Brooks  adp  Act  (40  U.S.C.  759)  for  its 
authority  to  procure  Cyberfile.  However,  ms  did  not  perform  requirements 
and  alternatives  analyses  as  required  by  the  Federal  Information 
Resources  Management  Regulation  which  implemented  the  Brooks  adp 
Act 

NTIS  also  violated  applicable  procurement  laws  and  regulations  in 
implementing  Cyberfile.  To  obtain  contractor  services  quickly,  ntis 
modified  an  existing  sole  source  contract  awarded  through  the  Small 
Business  Administration's  (sba)  small  and  disadvantaged  businesses 
program  (referred  to  as  the  "Section  8(3)"  program),  providing  $3.3  million 
for  Cyberfile  and  increasing  the  total  contract  value  to  $4.3  miUion.  ntis 
did  not  submit  this  modification  to  sba  for  review  as  required  under  the 
Section  8(a)  program.  Further,  this  modification  circumvented  sba  rules 
requiring  that  contracts  over  $3.0  miUion  be  competed  among  eligible 
Section  8(a)  firms  rather  than  being  issued  on  a  sole  source  basis.  In 
addition,  at  the  time  of  modification,  the  conti-actor  was  not  an  eligible 
8(a)  firm  under  sba  regulations,  and  had  ntis  submitted  the  modification  to 
sba  as  required,  responsible  officials  at  sba  said  they  would  have  r^ected 


Cyberfile  obligations  and  costs  were  not  accounted  for  properly,  irs 

(1)  significantly  understated  the  obUgations  related  to  the  project  and 

(2)  improperly  accounted  for  the  $17. 1  million  advanced  to  ntis.  In 
addition,  ntis  did  not  promptly  and  accurately  account  for  Cyberfile 
obligations  and  costs.  Specifically,  significant  financial  transactions  were 
not  properly  documented  and  obligations  and  costs  were  not  recorded 
promptly  and  accurately. 

Finally,  adequate  financial  and  program  management  controls  were  not 
implemented  to  ensure  that  Cyberfile  was  acquired  cost-effectively.  As  a 
result,  excess  costs  were  incurred.  For  example,  the  interagency 
agreement  between  irs  and  ntis  was  not  structured  to  minimize  costs,  and 
Cyberfile  costs  continued  to  be  incurred  after  the  project  was  suspended. 
Specifically,  the  agreement  aJlowed  ntis  to  assess  a  10  percent 
management  fee  for  (1)  costs  associated  with  ntis'  failure  to  follow 
preferred  management  practices,  such  as  late  payment  penalties  and 
(2)  items  which  irs  could  have  readily  obtained  directiy  and  provided  to 
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NTis,  such  as  computer  equipment  acquired  under  existing  government 
contracts. 

Raplfcrrnnnrl  ^  August  1995,  irs  signed  a  $22  million  interagency  agreement  with  ntis. 

DdCKgru  UI  lU  r^^  jjj^  J  jy  J  million  has  been  advanced  to  ntis  ($  1 0  million  -ji 

August  1995  and  $7.1  million  in  December  1995).  The  agreement  stipulated 
that  NTIS  would  develop  and  operate  Cyberfile,  a  tax  systems 
modernization  (tsm)  project  that  would  allow  taxpayers  to  prepare  and 
electronically  submit  their  tax  returns  using  their  personal  computers. 
Eaectronic  returns  would  be  submitted  via  the  public  switch  telephone 
network  or  the  Internet,  accepted  at  a  new  mtis  data  center,  and  then 
forwarded  to  designated  ms  Service  Centers.  Taxpayers  would  not  be 
charged  a  fee  to  file  their  returns  using  Cyberfile. 

To  obtain  contractor  support  to  develop  Cyberfile,  ims  modified  an 
existing  technical  services  contract  awarded  on  a  sole  source  basis 
through  sba's  Section  8(a)  program  for  small  and  disadvantaged 
businesses.  This  program  permits  the  award  of  a  contract  to  the  sba,  which 
then  subcontracts  with  a  firm  owned  by  economically  and  socially 
disadvantaged  individuals.  After  award,  sba  requires  the  agency  to  manage 
the  contract  and  ensure  goods  and  services  are  received  for  dollars 
expended.  Further,  sba  officials  told  us  that  the  prociuing  agency  is 
supposed  to  obtain  sba  approval  before  modifying  the  contract 

NTIS  also  acquired  systems  hardware  and  services  via  existing  Department 
of  the  Navy,  Treasury,  and  General  Services  Administration  (gsa) 
contracts  and  other  sources.  Because  ntis  did  not  have  a  contracting 
activity  with  the  authority  to  make  purchases  over  $50,000,  the  agency 
used  contracting  officers  from  two  other  Conunerce  Department  activities 
to  support  the  Cyberfile  procurement  Initially,  the  Office  of  Acquisition 
Management  provided  a  contracting  officer.  In  late  November  1995,  the 
Cyberfile  procurement  was  transferred  to  a  contracting  officer  at  the 
National  Institute  of  Standards  Jind  Technology. 

In  December  1995,  we  briefed  the  iRS  Commissioner  on  the  risks 
associated  with  proceeding  with  Cyberfile  as  planned.  We  explained  that 
Cyberfile  was  not  being  developed  using  disciplined  systems  development 
processes  and  thait  adequate  steps  were  not  being  taken  to  protect 
taxpayer  data  on  the  Internet  At  that  time,  Cyberfile  development  was 
scheduled  for  limited  operational  use  by  a  selected  population  of 
taxpayers  in  February  1996. 
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In  March  1996  testimony,^  we  noted  that  Cyberfile  development  reflected 
many  of  the  same  management  and  technical  weaknesses  we  found  in  tsm 
systenw  and  delineated  in  our  July  1995  report'  We  also  reported  that 
Cyberfile  contractual  issues  warranted  further  review,  irs'  Chief  Inspector 
reviewed  the  Cyberfile  acquisition  and  in  an  April  1996  briefing  to 
management  concluded  that  ms  did  not  follow  internal  procurement 
procedures,  failed  to  sufficiently  oversee  the  project,  and  was  vulnerable 
to  outside  criticism.  The  Chief  Inspector  is  also  performing  a  physical 
inventory  of  equipment  purchased  by  ntis,  which  is  scheduled  to  be 
completed  in  late  August  1996.  The  Commerce  Department's  Inspector 
General  is  reviewing  ntis'  operations,  including  its  contracting  efforts. 
Inspector  General  officials  told  us  they  have  serious  concerns  about  how 
NTIS  and  the  department  contracted  for  Cyberfile  as  well  as  other  projects. 
These  officials  said  they  expect  to  issue  a  report  in  late  August  1996. 

In  March  1996,  iRS  decided  to  delay  Cyberfile  operations  until  after 
April  15,  1996.  Because  milestones  for  delivering  Cyberfile  kept  slipping, 
IRS  contracted  with  its  Federally  Funded  Research  and  Development 
Center  on  April  16,  1996,  to  provide  options  available  to  res  for  delivering 
the  system  for  the  1997  or  1998  tax  filing  seasons,  ntis  continued  to  work 
on  Cyberfile  until  the  $17.1  million  advanced  from  irs  had  been  obligated. 
NTIS  then  requested  an  additional  advance  boni  ms  to  fund  the  $22  million 
obligation  incurred  by  iRS.  irs  did  not  provide  the  advance.  Instead,  it 
directed  ntis  on  May  10,  1996,  to  stop  work  on  Cyberfile.  The  contractor 
reported  to  iRS  in  July  1996  with  options  for  proceeding  with  Cyberfile. 
However,  iRS  is  awaiting  the  completion  of  its  Hectronic  Commerce 
Strategic  Plan  before  deciding  on  the  future  course  of  Cyberfile.  irs  has 
not  yet  established  a  completion  date  for  the  plan. 


IRS  Selected  NTIS 
Without  Adequate 
Analysis 


IRS  did  not  use  disciplined  processes  to  manage  and  control  the  Cyberfile 
acquisition.  iRS  did  not  perform  the  necessary  requirements  analysis  for 
Cyberfile  or  identify  alternative  ways  to  satisfy  these  requirements. 
Neither  did  it  prepare  an  acquisition  strategy  documenting  how  it  would 
acquire  the  most  cost-effective  alternative.  Further,  iRS  selected  ntis 
without  evaluating  its  (1)  capabilities  to  build  such  a  system, 
(2)  ejqjerience  in  building  similar  systems,  or  (3)  abilify  to  deliver 


T»x  Systems  Modemiamonj  MjUMgement  and  Technical  WeakneaBes  Muat  B«  Overcome  To  Achieve 
guoceaa  (;GA(Vr-AlMD-96-76.  March  26. 1996). 

^ax  Systems  Modernization:  Management  and  Technical  Weaknesses  Must  Be  Coirected  If 
Modendatlon  Is  To  Succeed  (GA0/AIMI>86-166,  July  26. 1996). 
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cost-effectively  as  compared  with  private-sector  and  other  government 
sources. 

Federal  information  management  and  acquisition  regulations  and  Ks'  own 
policies  and  procedures  require  the  use  of  disciplined,  decision-making 
processes  for  planning,  managing,  and  controlling  the  acquisition  of 
information  systems  and  services.  These  regulations  and  policies  direct 
that  prior  to  initiating  system  procurements,  such  as  Cyberfile,  iks 
(1)  identify  its  information  needs,  (2)  perform  a  requirements  analysis  to 
determine  how  to  support  agency  needs,  (3)  identify  alternative  ways  to 
meet  requirements,  including  the  costs  and  benefits  of  each  alternative, 
and  (4)  prepare  an  acquisition  strategy  that  demonstrates  how  the  agency 
plans  to  acquire  the  most  cost-beneficial  alternative.  These  processes 
would  have  mitigated  the  risks  of  acquiring  a  system  that  has  yet  to  be 
delivered,  is  over  budget,  and  failed  to  meet  ms'  objectives. 

ms  dispensed  with  disciplined  analyses  because  irs  officials  believed  that 
NTis  had  the  c^abilities  to  deliver  Cyberfile  by  February  1996.  They  said 
this  belief  was  based  on  (1)  the  fact  that  uns  had  provided  taxpayers 
access  to  tax  forms  via  ntis'  FedWorid  Network  and  (2)  briefings  by  ntis 
officials  in  which  they  claimed  that  ntis  could  complete  Cyberfile  by 
February  1996,  in  time  for  the  1996  tax  filing  season.  However,  the 
technical  challenge  of  providing  tax  forms  is  not  comparable  to  the  much 
more  complex  Cyberfile  system.  Further,  ntis  offered  no  convincing 
analytical  support  for  its  claim  that  it  could  deliver  Cyberfile  by 
February  1996.  For  example,  it  provided  no  detailed  task  definitions,  work 
breakdown  structures,  or  interim  schedules. 

ms  top  management  did  not  heed  warnings,  dating  back  to  July  1995,  from 
its  acquisitions  support  staff  that  ms'  Cyberfile  procurement  approach 
would  lead  to  failure  and  jeopardize  tsm.  Our  December  1995  briefing  to 
the  ms  Commissioner  and  Depufy  Secretary  of  Commerce,  on  the  risks  of 
continuing  with  Cyberfile  as  plaimed,  also  did  not  dissuade  irs  from  its 
goal  to  field  Cyberfile  for  the  1996  tax  filing  season.  Only  after  ntis 
informed  ms  in  April  1996  that  the  $17. 1  million  had  been  obligated  and 
that  the  system  still  was  not  finished,  did  ms  stop  to  reconsider  the  project 
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IRS  Did  Not  Fully 
Comply  With 
Procurement 
Regulations  for  Its 
Cyberfile  Acquisition 


In  procuring  Cyberfile,  iKS  did  not  fully  comply  with  federal  acquisition 
regulations  which  are  designed  to  help  agencies  develop  and  acquire 
automated  systems  that  meet  agency  needs  and  are  delivered  on  time  and 
within  budget  ms  cited  the  Brooks  adp  Act,  rather  than  the  Ek:onomy  Act,* 
for  its  authority  to  enter  into  its  interagency  agreement  with  ntis.  In  this 
regard,  iRS  concluded  that  the  Economy  Act  was  not  applicable  to  its 
agreement  with  ntis  and,  therefore,  irs  did  not  attempt  to  comply  with  the 
requirements  of  that  act  ms'  position  is  supported  by  a  recent  amendment 
to  the  Federal  Information  Resources  Management  Regulation,  which 
formalizes  gsa's  position  that  the  Economy  Act  is  not  applicable  to 
information  technology  procurements  subject  to  the  Brooks  adp  Act 
Congress  may  not  have  contemplated  the  exemption  of  such  a  large 
portion  of  federal  procvuements  from  the  requirements  of  the  Economy 
Act^  Nonetheless,  the  amendment  was  not  unreasonable  and  was  issued 
pursuant  to  gsa's  authority  to  implement  the  Brooks  adp  Act  Accordingly, 
we  have  no  basis  to  object  to  it  Because  section  5101  of  the  National 
Defense  Authorization  Act  for  Fiscal  Year  1996,  E>ublic  Law  No.  104-106, 
(1996),  repealed  the  Brooks  adp  Act,  effective  August  8, 1996,  any 
authority  to  initiate  interagency  agreements  under  the  Brooks  adp  Act  has 
expired.  However,  the  Brooks  adp  Act  was  in  effect  when  IHS  initiated  the 
interagency  agreement  with  ntis. 


Although  it  cited  the  Brooks  adp  Act  as  its  authority  in  acquirLlg  Cyberfile, 
IRS  did  not  follow  the  Federal  Information  Resources  Management 
Regulation  that  implements  this  law.  Specifically,  the  regulations  require 
agencies  to  conduct  requirements  and  alternatives  analyses  prior  to 
procuring  information  technology,  ms  did  not  conduct  either  analysis. 
Without  these  analyses,  iRS  could  neither  define  the  software  capabilities 
and  features  needed  for  Cyberfile  nor  determine  which  acquisition  and 
technical  options  were  most  advantageous  to  the  government 

Further,  the  Federal  Information  Resources  Management  Regulation  also 
requires  agencies  acquiring  information  systems  and  services  to  obtain  a 
delegation  of  procurement  authority  ftom  gsa.  Treasury  had  a  delegation 
from  gsa,  and  in  turn  required  iRS  to  obtain  a  delegation  of  procurement 
authority  fit)m  the  department  for  information  system  irutiatives  over 
$15  millioa  When  res  signed  the  $22  million  interagency  agreement  with 
NTIS,  it  did  not  obtain  the  required  approval  fi-om  Treasury. 


•31  use.  1636. 

"See  Otf-Loading:  The  Abuse  of  Inlgr-Ajency  Contracting  to  Avoid  CompetMon  and  Overalght 


Requirements,  Senate  Prtnt  No.  61, 103d  Cong.  2d  Sesa.(  1994) 
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NTIS  Did  Not  Fully 
Comply  With 
Procurement  Laws 
and  Regulations  for 
the  Cyberfile 
Acquisition 


In  procuring  Cyberfile,  ntis  did  not  fully  comply  with  federal  acquisition 
laws  juid  regulations,  which  are  intended  to  encourage  full  and  open 
competition  and  help  agencies  develop  and  acquire  information  systems 
that  meet  their  needs  and  are  delivered  on  time  and  within  budget. 
Specifically,  ntis  (1)  awarded  a  Section  8(a)  contract  on  a  sole  source 
basis  without  making  a  reasonable  determination  that  the  value  of  the 
contract  was  below  sba  competition  thresholds,  (2)  improperly  modified 
the  contract  to  add  a  requirement  to  develop  Cyberfile,  and  (3)  did  not 
effectively  hold  the  contractor  accoimtable  for  specific  deliverable  d£ites, 
attributes,  and  quality. 


NTIS  Awarded  Sole  Source 
Contract  Without 
Reasonable  Estimate  of  Its 
Value 


According  to  sba  regulations.  Section  8(a)  procurements  with  an  estimated 
award  value  over  certain  dollar  thresholds  must  be  competed  among 
eUgible  8(a)  firms,  while  procurements  under  the  threshold  can  be 
awarded  on  a  sole  source  basis.  For  procurements  such  as  ntis'  techrucal 
services  support  contract,  the  threshold  is  $3  million.  In  determining 
whether  this  threshold  is  met,  the  agency  is  required  to  make  a  reasonable 
estimate  of  the  contract  value. 


In  September  1995,  ntis  awarded  a  sole  source  contract  for  $2.3  miUion  to 
an  8(a)  firm  to  provide  technical  support  services  for  its  FedWorld  and 
other  related  tasks.  We  found,  however,  that  ntis  did  not  have  a  reasonable 
basis  for  its  cost  estimate  prior  to  awarding  this  sole  source  contract  ntis 
officials  said  that  at  the  time  of  contract  award,  they  estimated  that  the 
FedWorld  work  would  cost  $1.0  million,  but  had  no  idea  what  Cyberfile 
tasks  would  ultimately  cost  Rather  than  developing  a  cost  estimate 
analytically,  ntis  officials  said  they  "plugged  in  a  cost"  of  $  1 .3  million  for 
Cyberfile,  for  a  total  contract  value  of  $2.3  million.  After  contract  award, 
the  contractor  estimated  the  cost  to  develop  Cyberfile  at  $3.3  million, 
which  resulted  in  a  $2.0  milUon  contract  modification  on  November  7, 
1995,  a  month  and  a  half  after  contract  award.  As  of  July  11,  1996,  the 
contractor  had  spent  a  total  of  about  $3.6  million.  Accordingly,  ntis  did  not 
have  an  adequate  basis  for  determining  that  a  sole  source  award  was 
proper  in  these  circumstances. 


NTIS  Improperly  Modified 
8(a)  Contract 


SBA  officials  told  us  that  under  the  Section  8(a)  program,  sba  requires 
federal  agencies  to  submit  8(a)  contract  modifications  to  sba  for  review 
and  approval  prior  to  making  the  change.  Responsible  sba  officials  told  us 
SBA  reviews  the  modifications  to  ensure  that  they  do  not  constitute  a 
circumvention  of  competition  requirements,  to  determine  whether  the 
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work  is  within  the  scope  of  the  original  contract,  and  to  validate  that  the 
firm  is  still  eligible  for  work  under  the  8(a)  program,  sea  will  not  improve 
modifications  that  are  beyond  the  scope  of  the  contract  if  the  firm  is  no 
longer  eligible  for  the  work  under  the  8(a)  program. 

We  found  ntis'  modification  of  the  8(a)  contract  improper  for  three 
reasons.  First,  ntis  did  not  submit  the  modification  to  sba  for  review  and 
approval.  Instead,  ntis  executed  the  modification  on  its  own.  Second,  sba 
officials  told  us  that  had  they  received  the  modification,  they  would  have 
disapproved  it  because  such  a  substantial  increase,  so  soon  after  contract 
award,  would  have  been  a  circumvention  of  the  $3  million  threshold  for 
competition.  Third,  the  contractor  was  not  eligible  under  the  8(a)  program 
for  this  type  of  work.  In  this  regard,  sba  considered  the  Cyberfile  work 
envisioned  in  the  modification  to  be  beyond  the  scope  of  the  work  in  the 
original  contract  and  determined  that  the  contractor  was  no  longer  eligible 
to  perform  this  work  because  its  income  exceeded  8(a)  eligibility 
requirements.  Accordingly,  sba's  Associate  Administrator  for  Minority 
Ekiterprise  Development  has  taken  the  position  that  had  ntis  submitted  the 
modification  for  its  approval,  sba  would  have  r^ected  it 


NTIS  Did  Not  Hold  Federal  acquisition  regulations  require  that  under  cost  reimbursement 

Contractor  Accountable  contracts,  Uke  the  one  awarded  to  ntis'  contractor,  only  costs  that  are 

properly  allocable  to  the  contract  can  be  paid.  In  order  to  make  these 
determinations,  the  contract's  statement  of  work  must  be  clear  enough  to 
determine  whether  costs  claimed  by  the  contractor  are  incurred  for 
specified  work.  "Rie  work  statements  should  describe  the  government's 
requirements,  including  definitions  of  all  deliverables  and  the  condition  of 
their  acceptability. 

We  found  that  the  contract  work  statement  for  Cyberfile  was  too  vague  to 
properly  allocate  costs.  Specifically,  the  contracting  officer  from 
Commerce's  National  Institute  of  Standards  and  Technology  told  us  that 
the  statement  of  work  did  not  include  all  the  deliverables  and  milestones 
needed  to  verify  payments  due  and  was  too  vague  to  determine  whether  to 
pay  the  contractor.  In  this  regard,  when  the  contractor  requested  an 
additional  $4  million  on  April  30, 1996,  to  finish  the  project,  the  contracting 
ofBcer  could  not  determine  if  the  request  was  for  work  that  should  have 
been  completed  under  the  existing  contract  or  for  additional  work  not 
authorized  by  the  contract  To  make  this  determination,  the  contracting 
officer  directed  ntis  to  rewrite  the  statement  of  work  with  sufficient  detail 
and  sent  it  to  the  contractor  on  May  14, 1996,  requesting  supporting 
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documentation  for  all  costs  incurred  The  contractor  provided 
documentation  on  July  11, 1996,  and  it  is  being  reviewed  by  the 
contracting  officer. 


mS  Did  Not 
Adequately  Oversee 
NTIS'  Systems 
Development  and 
Acquisition  Efforts 


ms  abdicated  its  re^>onsibility  to  ensure  that  ntis  was  managing  the 
Cyberfile  effort  efficiently  and  effectively.  Program  oversight  was 
generally  limited  to  (1)  weekly  progress  meetings  with  ntis  officials,  who 
repeatedly  assured  ms  officials  that  Cyberfile  would  be  ready  for  the  1996 
tax  filing  season  without  providing  any  convincing  basis  for  these 
assurances,  (2)  reviewing  monthly  budget  and  schedule  reports,  which  IRS 
project  managers  said  were  useless  because  the  information  provided  was 
inaccurate  and  not  current,  and  (3)  participating  in  acceptance  testing  of 
portions  of  the  system  as  they  were  delivered. 

Under  the  interagency  agreement  and  ms'  policy  for  implementing  it,  ms 
was  required  to  review  and  approve  invoices  submitted  by  ntis  to  ensure 
that  ntis'  performance  was  consistent  with  terms  and  conditions  of  the 
interagency  agreement  However,  ms  officials  said  that  they  were  unaware 
of  this  requirement  and  did  not  request  the  invoices  firom  ntis. 


Neither  NTIS  Nor  IRS 
Properly  Accounted 
for  Cyberfile 
Obligations  and  Costs 


Agencies  are  required  to  maintain  adequate  systems  of  internal  controls  to 
ensure  effective  stewardship  of  public  f'onds.  However,  our  review  of 
Cyberfile  transactions  recorded  in  ntis'  financial  management  system 
disclosed  significant  internal  control  weaknesses  which  resulted  from  not 
following  generally  accepted  practices.  Specifically,  for  the  Cyberfile 
transactions  reviewed,  ntis  often  failed  to  record  obligations  and  costs 
promptly  and  accurately  and  properly  document  financial  transactions. 

Because  of  these  weaknesses,  neither  iRS  nor  ntis  management  had  the 
reliable  financial  management  information  needed  to  effectively  oversee 
and  monitor  the  progress  of  the  Cyberfile  project  In  this  regard,  the  total 
obUgations  and  costs  reported  to  irs  by  ntis  on  June  28,  1996,  were 
inaccurate. 

We  also  found  that  ms  did  not  properly  account  for  Cyberfile  obUgations 
and  costs  because  it  did  not  effectively  discharge  its  financial  management 
req)onsibilities  for  the  project 
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Agencies  Are  Required  to 
Maintain  Adequate 
Systems  of  Internal 
Controls 


The  Federal  Managers'  Financial  Integrity  Act  of  1982  (31  U.S.C. 
3512)  requires  that  agency  systems  of  internal  and  accounting  and 
administrative  control  must  comply  with  internal  control  standards 
prescribed  by  the  Comptroller  General  and  must  provide  reasonable 
ass\irances  that 


obligations  and  costs  comply  with  applicable  law, 

assets  are  safeguarded  against  waste,  loss,  unauthorized  use,  and 

misappropriation;  and 

revenues  and  expenditures  applicable  to  agency  operations  are  recorded 

and  accounted  for  properiy  so  that  accounts  and  reliable  financial  and 

statistical  reports  may  be  prepared  and  accountability  of  the  assets  may  be 

maintained. 

Agency  heads  are  re<iuired  to  prepare  an  aanual  report  which  is  to  be 
transmitted  to  the  President  and  the  Congress  on  whether  their  agency's 
internal  control  systems  fully  comply  with  the  act's  requirements.  The  act 
requires  that  the  report  identify  any  material  ^sterns  weaknesses  together 
with  plans  for  corrective  actions. 

The  internal  control  standards  that  agencies  are  to  follow  are  contained  in 
the  Standards  for  Internal  Controls  in  the  Federal  Government.  These 
were  issued  in  1983  by  GAO  as  required  by  the  Federal  Managers'  Financial 
Integrity  Act  and  provide  12  internal  control  standards  that  agencies 
should  follow. 

Further,  the  Chief  Financial  Officers  Act  of  1990  requires  agencies  to 
develop  and  maintain  financial  management  systems  that  comply  with 
internal  control  standards  and  provide  complete,  reliable,  consistent,  and 
timely  information.  In  addition,  the  financial  data  are  to  be  prepared 
uniformly  and  be  reqjonsive  to  the  financial  information  needs  of  agency 
management 

As  envisioned  by  the  Federal  Managers'  Financial  Integrity  Act  and  the 
Chief  Financial  Officers  Act,  the  ultimate  responsibility  for  good  internal 
controls  rests  with  management  An  internal  control  system  is  not  a 
specialized  or  separate  system.  Rather,  internal  controls  are  to  be  an 
integral  part  of  each  system  that  management  uses  to  regulate  and  guide 
its  operations.  In  this  sense,  they  are  management's  controls.  Good 
internal  controls  are  essential  to  achieving  the  proper  conduct  of 
govermnent  business  with  full  accountability  for  the  resources  made 
available.  They  also  facilitate  the  achievement  of  management  objectives 
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by  serving  as  checks  and  balances  against  iindesired  actions  and  the 
resulting  negative  consequences. 


Many  Cyberfile 
Transactions  Were  Not 
Recorded  Promptly  or 
Accurately 


Trajisactions  Often  Not 
Recorded  I*romptly 


One  of  the  12  internal  control  standards  requires  that  transactions  be 
promptly  and  properly  classified.  This  is  essential  to  maintaining  good 
financial  management  information  and  effectively  tracking  project 
obligations  and  costs.  Therefore,  management  needs  to  ensure  that 
adequate  controls  are  implemented  to  ensure  that  transactions  are 
promptiy  and  accurately  recorded. 

Our  review  of  Cyberfile  transactions  disclosed  that  it  sometimes  took 
months  before  an  obligation  was  recorded.  Specifically,  we  reviewed 
about  $16  million  of  obligations  and  found  that  about  $10.8  million 
(67  percent)  of  them  were  recorded  more  than  30  days  after  the  obligation 
date.  Such  delays  create  an  unnecessary  risk  of  financial  commitments 
exceeding  spending  authority.  Some  examples  follow: 

An  $886,100  obligation  for  a  computer  system  was  made  on  November  28, 
1995,  but  was  not  recorded  in  the  accounting  records  until  February  20, 
1996. 

A  m^or  Cyberfile  contract  was  signed  in  September  1996  with  an  initial 
value  of  about  $2.3  million.  However,  this  obligation  was  not  recorded 
promptiy.  Specifically,  obligations  totaling  about  $2  million  were  recorded 
in  the  accounting  system  between  December  1995  and  April  1996,  as  the 
invoices  were  received.  Similarly,  the  contract  was  modified  in  November 
1995,  and  the  total  contract  value  was  raised  to  about  $4.3  million,  but  an 
obligation  for  about  $2. 1  million  was  not  recorded  until  June  17, 1996.  As 
of  June  27,  1996,  the  remaining  $200,000  had  not  been  recorded.* 

In  addition,  we  identified  cases  where  ntis  did  not  record  costs  when 
goods  and  services  were  received  and  accepted.  For  example,  invoices 
totaling  $3.4  million  for  goods  and  services  provided  for  the  project  were 
dated  March  26,  1996,  ($1.2  million)  and  June  13,  1996,  ($2.2  million),  ntts 
officials  agreed  that  the  goods  and  services  associated  with  the 
$1.2  million  invoice  had  been  received  and  accepted  by  April  2,  1996,  while 
the  goods  and  services  for  the  $2.2  million  invoice  had  been  received  and 
accepted  by  ntis  by  June  14, 1996.  However,  as  of  June  27,  1996,  only 
about  $46,000  of  these  costs  were  recorded. 


*In  a  leOer  dated  July  II,  1996,  the  vendor  provided  NTIS  with  additional  Information  about  Uie  coats 
incurred.  Based  on  this  information,  NTIS  officials  believe  that  the  obligation  necessary  for  this 
contract  will  be  about  $3.6  million 
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Obligation  and  Cost  Amounts 
Recorded  Inaccurately 


Transactions  must  be  recorded  accurately  to  ensure  that  the  financial 
management  system  can  be  used  to  effectively  oversee  and  monitor  a 
project's  progress.  However,  we  identified  the  following  examples  where 
obligations  and/or  costs  were  recorded  inaccurately. 

We  identified  two  cases  where  items  coded  as  belonging  to  other  projects 
were  improperly  obligated  for  the  Cyberfile  project.  These  obligations, 
which  totalled  about  $256,000,  were  charged  to  the  Cyberfile  project  until 
they  were  credited  in  late  July  1996. 

NTis  personnel  and  iRS  internal  auditors  reviewed  the  items  charged  to  the 
project  and  have  identified  several  items,  totaling  over  $300,000,  that 
should  not  have  been  charged  to  the  project  Although  all  but  about 
$11,000  has  now  been  credited  to  the  project  for  these  items,  other  related 
costs  have  not  For  example,  the  Cyberfile  project  was  initially  charged 
about  $138,000  for  computers  that  were  used  by  ntis'  FedWorld  project 
Cyberfile  was  subsequentiy  credited  for  this  amount  However,  this 
purchase  also  required  the  payment  of  about  $6,600  in  administrative  fees 
to  the  agency  administering  the  contract  These  fees  were  also  charged  to 
Cyberfile  but  the  project  was  not  credited  for  these  fees  until  July  10,  1996. 
According  to  ntis  officials,  these  fees  were  paid  separately  fi-om  the 
equipment  and  were  overlooked  when  the  credit  for  the  equipment  was 
recorded. 

NTIS  personnel  also  identified  about  $7,000  in  equipment  costs  which 
should  have  been  charged  to  the  Cyberfile  project,  but  were  erroneously 
charged  to  ntis'  FedWorld  project 


NTIS  Did  Not  Maintain 
Proper  Documentation  to 
Support  Cyberfile 
Transactions 


Another  of  the  12  internal  control  standards  requires  that  agencies  clearly 
document  all  transactions  and  other  significant  financial  events  and  that 
the  documentation  be  readily  available  for  examination.  Our  review  found 
that  NTIS  did  not  maintain  adequate  supporting  documentation  for  many 
Cyberfile  transactions.  For  example,  between  March  22, 1996,  and  .^ril  17, 
1996,  NTIS  recorded  obligations  totaling  $850,000  to  another  federal  agency 
for  renovation  costs  of  the  space  to  be  used  for  the  Cyberfile  project 
However,  at  that  time,  ntis  did  not  have  a  signed  interagency  agreement 
with  this  agency  and  thus  did  not  have  a  valid  basis  for  obligating  ftmds.  In 
cases  such  as  this,  31  U.S.C.  1501  requires  that  obligations  only  be 
recorded  "when  supported  by  documentary  evidence."  ntis  eventually 
signed  an  interagency  agreement  with  this  federal  agency  on  May  22, 1996. 
This  agreement  also  covered  rental  costs  for  the  Cyberfile  space. 
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Agencies  are  also  required  to  only  make  disbursements  against  valid 
obligations.  However,  we  identified  problems  with  some  payments  made 
for  the  renovation,  ntis  disbursed  $70,609^  in  September  1995  and  $28,860 
in  November  1995  for  space  renovations,  8  months  and  6  months 
respectively,  before  the  interagency  agreement  was  signed. 

We  also  noted  documentation  problems  with  other  transactions.  For 
example,  ntis  made  payments  totaling  $44,548  to  a  vendor.  However,  when 
the  funds  were  disbursed,  only  $24,560  was  supported  by  a  valid  obligating 
document  (a  purchase  order).  The  remaining  $19,988  was  obUgated  based 
on  a  purchase  order  dated  2  weeks  after  the  last  payment  was  made. 


Financial  Information 
Reported  to  IRS  by  NTIS 
Was  Inaccurate 


Because  of  the  internal  control  weaknesses  relating  to  Cyberfile 
trar\sactions,  neither  ms  nor  ntis  management  hsid  the  financial 
management  information  needed  to  effectively  oversee  and  monitor  the 
project.  In  particular,  although  the  interagency  agreement  required  Nns  to 
submit  monthly  billings  to  ms  for  costs  incurred,  these  billings  were  not 
requested  or  provided.  Moreover,  because  of  the  financial  weaknesses 
identified  above,  ntis  did  not  have  the  reliable  financial  management 
information  needed  to  properly  prepare  such  billings.  In  addition,  the  total 
obligations  and  costs  reported  to  iRS  in  a  June  28,  1996,  letter  were 
incorrect 


On  June  28,  1996,  ntis  sent  a  letter  to  ms  which  summarized  the  obligations 
and  costs  of  the  Cyberfile  project.  An  attachment  to  the  letter  showed  that 
NTIS  had  incurred  Cyberfile  obligations  of  $20.5  million,  and  about 
$13.6  million  of  costs  had  been  incurred  against  these  obligations  through 
June  27,  1996.  These  amounts  excluded  June  1996  labor,  benefits,  and 
other  related  costs  such  as  overhead.  However,  as  discussed  above,  the 
reliability  of  tiie  reported  amounts  is  questionable  because  of  ntis'  failure 
to  consistently  record  Cyberfile  obUgations  and  costs  promptly  and 
accurately. 

We  also  noted  that  the  June  28,  1996,  letter  did  not  identify  the  amount  of 
obligations  that  may  be  deobligated  in  the  future.  Specifically,  because  of 
changing  iRS  requirements,  data  storage  devices  costing  over  $650,000  that 
were  originally  pvu-chased  for  Cyberfile  were  no  longer  needed  for  the 
Cyberfile  project  ntis  ofQcials  stated  that  they  are  in  the  process  of 


'DocunM-ntation  provided  later  by  NTIS  supported  all  but  about  tTOO  of  this  disbunement  NTiS 
officials  stated  that  this  disburaement  amount  was  based  on  a  telephone  call  with  the  performing 
agency.  When  NTIS  received  the  supporting  documentation,  the  difference  was  noted  and  the  agency 
agreed  to  give  NTIS  a  credit  for  this  overpayment 


GjUVAIMD-96-UO  TSM  Cyberflle 


437 


returning  these  items.  However,  they  are  unable  to  determine  the  amount 
of  funds  that  will  be  credited  to  the  project  since  they  have  not  yet 
obtained  the  necessary  information  to  determine  the  costs,  such  as 
restocking  fees,  associated  with  returning  the  items.  They  expect  this 
information  to  be  provided  shortly.  While  it  was  correct  to  show  the 
$650,000  as  a  Cyberfile  related  obligation  and  cost  until  the  credit  is 
received,  the  letter  should  have  noted  that  a  significant  deobligation  will 
be  recorded  once  the  credit  is  received  from  the  vendor. 


IRS  Did  Not  Properly 
Account  for  Cyberfile 


Compounding  the  problems  we  noted  at  uns,  ms  also  did  not  effectively 
discharge  its  financial  management  responsibilities  for  the  Cyberfile 
project.  Our  review  identified  two  problems  related  to  iRs'  treatment  of 
Cyberfile  related  transactions.  First,  it  improperly  treated  the  $17.1  million 
in  advances  as  an  expense.  Therefore,  the  information  contained  in  iRS' 
financial  management  system  did  not  accurately  reflect  the  expenses 
incurred  based  on  the  goods  and  services  provided  by  ntis  and  accepted 
by  IRS.  Second,  it  did  noi  properly  record  the  amount  of  obligations 
associated  with  Cyberfile  in  its  financial  management  records.  As  a  result, 
ms'  financial  management  system  significantly  understates  the  obligations 
available  to  pay  for  Cyberfile. 


IRS  Improperly  Accounted  for 
Cyberfile  Advances 


NTIS  received  two  advances  totaling  about  $17. 1  million  fi-om  ms.  ms 
erroneously  recorded  these  payments  as  expenses  instead  of  advances,  ms' 
procedures  require  it  to  obtain  evidence  that  goods  and  services  called  for 
under  the  terms  of  an  interagency  agreement  and  related  detailed 
statements  of  work  are  received  and  accepted  before  recording  an 
expense.  Accordingly,  ms  should  have  recorded  the  $17.1  million  as  an 
advance  and  then  transferred  amounts  to  expense  as  the  goods  and 
services  were  received  and  accepted.  However,  as  previously  noted,  ntis 
did  not  submit  and  ms  did  not  request  the  required  monthly  billings  for 
costs  incurred.  As  a  result,  iRS  could  not  determine  the  amount  of  goods 
and  services  ntts  provided. 


The  problems  we  found  in  ms'  accounting  for  the  Cyberfile  project  with 
NTIS  are  consistent  with  the  results  of  our  financial  audits.  We  reported  in 
our  audits  of  iRs'  financial  statements  for  fiscal  years  1992  through  1995,' 
that  ms  often  does  not  have  adequate  support  for  amounts  it  reported  as 


'nnmdal  Audit  Examinaaon  of  IRS'  Fiacal  Year  1996  nnandal  Statemenls  (GAO/AIMD-96-101.  July 
1 1 ,  1996),  nnandal  Audit  Examinalion  of  IRS'  FbcaJ  Year  1994  Flnandal  Stalernents 
(GAO/AIMD-96-141,  August  4,  1995),  Finandal  Audit  Examination  of  [RS'  Fiacal  Year  1993  Financial 
Statements  (GAO/AIMD*»-120,  June  16,  1994),  and  Finaiicial  Audit  Examination  of  IRS' Fiscal  Year 
1992  Finandal  Statements  (GA0/AIMD-«J-2,  June  30.  1993) 
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ms  Did  Not  Properly  Record 
Cyberfile  Obligations 


operating  expenses.  Our  reports  noted  that  iKS  did  not  have  documentation 
to  support  that  the  goods  or  services  had  been  received  for  expenses 
recorded  and  that  this  problem  was  most  evident  in  transactions  for  goods 
and  services  provided  by  other  government  agencies. 

The  August  21, 1995,  interagency  agreement  between  rs  and  ntis  had  an 
expiration  date  of  December  31,  1996,  and  provided  for  a  maximum  cost  of 
$22  million,  which  the  parties  estimated  to  be  necessary  for  the  work.  The 
agreement  required  ntis  to  notify  ms  when  costs  incurred  and  outstanding 
allowable  commitments  equalled  75  percent  of  the  estimated  total  cost, 
and  provided  that  no  further  costs  would  be  incurred  or  further  work 
performed  when  the  maximum  was  reached.  In  accordance  with  31  U.S.C. 
1501,  IKS  should  have  recorded  a  $22  miUion  obligation  in  its  financial 
management  system  on  August  21,  1996."  As  of  August  3,  1996,  however, 
IRS  has  only  recorded  about  $17.1  million,  as  was  unable  to  provide 
Information  which  would  support  it  recording  an  obligation  of  less  than 
$22  million  for  Cyberfile. 


Excess  Costs  Were 
Incurred  for  Cyberfile 


Adequate  financial  and  program  management  controls  were  not 
implemented  to  ensure  that  Cyberfile  was  acquired  cost-effectively.  As  a 
result,  excess  costs  were  incurred.  Specifically, 


the  Cyberfile  project  was  schedule  driven  rather  than  event  driven  which 
led  to  goods  and  services  not  always  being  acquired  cost-effectively, 
neither  ntis  nor  ms  acted  promptly  to  avoid  incurring  unnecessary  costs 
once  the  project  was  suspended,  and 

the  agreement  between  ffis  and  ntis  was  inadequately  structured  to 
minimize  Cyberfile  project  costs. 


Schedule  Driven  System 
Development  Approach 
Contributed  to  Excessive 
Costs 


We  have  previously  reported  that  Cyberfile  was  schedule  rather  than  event 
driven  and  delineated  the  system  development  problems  caused  by  this 
approach.'"  This  exaggerated  focus  on  schedule,  which  was  self-imposed 
and  lacked  convincing  justification,  also  led  to  goods  and  services  not 
always  being  acquired  cost-effectively.  We  found: 


Premiums  were  paid  to  expedite  equipment  delivery.  We  identified  19 
cases  of  expedited,  overnight,  or  Saturday  delivery,  totaling  over  $10,000. 
In  one  case,  almost  $725  was  paid  for  overnight  delivery  of  a  rack  costing 

•OfBce  of  Manaf^ment  and  Budget  0rcular  A-a4,  Section  23  6.  November.  1994 
"GAO/r-AIMD-96-75,  March  26,  1996. 
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$1,670.  In  two  other  cases,  about  $7,700  was  paid  in  shipping  charges  to 
expedite  delivery  of  computers. 

Requirements  were  not  accurately  determined  before  goods  and  services 
were  procured.  As  a  result,  data  storage  devices  costing  about  $600,000 
were  purchased,  later  determined  to  be  uimeeded,  and  are  in  the  process 
of  being  returned,  ntis  told  us  that  restocking  fees  are  about  $90,000,  or 
16  percent,  of  the  equipment's  cost 


Prompt  Action  Not  Taken 
to  Avoid  Incurring 
Unnecessary  Costs 


The  necessary  actions  have  not  been  undertaken  to  reduce  the  costs 
associated  with  Cyberfile.  Specifically,  since  the  suspension  period  began, 
costs  have  continued  to  be  incurred  for  goods  and  services  through 
ongoing  rental  agreements  (e.g.,  equipment  leases)  that  could  have  been 
avoided  if  the  underlying  agreements  were  canceled. 


In  a  letter  dated  May  13, 1996,  the  Deputy  Director  of  ntis  confirmed  a 
conversation  held  between  ntis  and  ms  concerning  the  "orderly  shutdown" 
of  Cyberfile."  This  letter  stated  that 

"ntis  undentands  that  it  Is  to  stop  all  work  on  CyberFUe,  and  furthermore,  tms  will 
suspend  all  contracts  and/or  agreements  that  would  constitute  a  further  obligation  of  IBS 

funds As  a  result  of  this  action  ntis  will  shut  down  all  equipment,  suspend 

teleconununlcadons  services,  and  remove  ntb  and  contractor  persocmel  fix>m  the  prctject" 

According  to  the  ms  contracting  officer,  the  ntis  letter  accurately 
portrayed  the  verbal  order  to  ntis.  The  ms  contracting  officer  also  stated 
that  she  told  ntis  in  their  May  10,  1996,  conversation  that  Uts  had  no  more 
funding  and  all  contracts  were  to  stop.  The  ms  contracting  officer  further 
stated  that  she  believed  the  letter  meant  that  ntis  would  terminate  any 
existing  contracts  where  possible.  However,  ms  did  not  follow  up  with  a 
letter  ensuring  that  the  parties  clearly  understood  the  specific  actions  ntis 
would  take  to  control  obligations  and  costs,  ntis  officials  stated  that  the 
May  13, 1996,  letter  to  iRS  did  not  require  them  to  terminate  existing 
contracts  where  possible. 

Our  review  disclosed  since  the  suq>ension  period  began,  costs  have 
continued  to  be  inctirred  for  goods  and  services  through  ongoing  rental 
agreements  (e.g.,  equipment  leases).  Although  these  avoidable  costs  were 
not  detailed  in  ntts'  June  28,  1996,  letter  to  ms,  on  July  17, 1996,  ntis 
provided  ms  a  list  of  these  reciuiing  costs  that  could  have  been  avoided  if 
the  underlying  agreements  were  terminated.  A  review  of  this  Ust  shows 


"AooonllngtotheJuneZS,  1996,  letter  to  IRS,  this  discussion  was  held  on  May  10, 1996. 
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that  the  monthly  costs  for  these  items  are  about  $30,000  and  the 
underlying  contracts  can  be  terminated  with  30  days  notice.  Only  one  of 
these  contracts  required  a  cancellation  fee.  Examples  of  these  recurring 
costs  follow. 

$10,404'^  per  month  for  Internet  service, 

$7,954  per  month  for  a  mail  sorting  machine,  and 

$5,172  per  month  for  rental  and  maintenance  of  a  high  speed  printing 

machine. 

Nns  ofGcials  stated  that  they  prepared  this  list  to  notify  IBS  that  costs  were 
still  being  incurred  and  were  awaiting  direction  from  res  on  whether  the 
agreements  should  be  terminated.  According  to  the  ffis  contracting  officer, 
when  this  letter  was  received,  ms  called  the  ntis  program  manager  and 
instructed  him  to  cancel  the  contracts.  The  ms  contracting  of&cer  said  that 
she  did  not  believe  iRS  had  to  formally  document  this  decision.  However, 
in  another  case,  ms  did  document  its  decision  to  cancel  a  contract  relating 
to  Cyberfile.  Specifically,  in  a  May  21,  1996,  letter  to  ntis  from  the  Acting 
Executive  for  BUectronic  Filing,  ms  formally  notified  ntis  to  cancel  a 
contract  relating  to  support  services.  This  contract  was  canceled. 

As  of  August  2,  1996,  ntis  officials  stated  they  still  had  not  received  formal 
notification  to  terminate  the  contracts  identified  in  the  July  17,  1996,  letter. 
Since  these  contracts  were  not  canceled  shortly  after  the  May  13,  1996, 
letter  fiiDm  ntis  to  iRS,  unnecessary  rental  costs  for  July  and  August  of 
about  $60,000  have  been  incurred.  If  it  is  determined  that  these  costs  are 
af)propriate  charges  for  the  Cyberfile  project,  then  these  costs  would  also 
appear  subject  to  ntis'  10  percent  management  fee. 

Esther  ms  or  Nns  could  have  prevented  these  costs.  For  example,  ms  could 
have  clearly  documented  its  understanding  of  the  actions  that  ntis  would 
take  to  avoid  additional  costs.  As  discussed  above,  ms  clearly  instructed 
ntis  to  cancel  a  support  services  contract  and  the  contract  was  promptly 
termiiuited.  On  the  other  hand,  ntis  could  have  clearly  documented  its 
understanding  of  ms'  desire  to  retain  these  contracts  much  earlier  than  the 
July  17, 1996,  letter. 


Interagency  Agreement 
Did  Not  Minimize  IRS' 
Costs 


ms  did  not  structure  its  agreement  with  ntis  to  minimize  its  costs.  Our 
review  of  the  agreement  disclosed  that  it  allowed  ntis  to  assess  a 
management  fee  for 

"Accoiding  to  Nns,  this  Item  requites  a  $10,404  cancellallon  fee. 
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NTIS  Management  Fee 
Assessed  for  Items  Purchased 
on  Ebdsting  Government 
Contracts 


Cyberfile  Project  Assessed  for 
Costs  Associated  With  NTIS 
Mismanagement 


items  which  ms  could  have  readily  obtained  directly  and  provided  to  NTTS, 

and 

costs  associated  with  Nns'  mismanagement,  such  as  interest  costs 

associated  with  paying  vendors  late. 

NTIS  procured  over  $5.5  miUion  in  equipment  and  services  using  existing 
contracts  held  by  other  government  agencies,  which  are  then  subject  to 
NTis'  10  percent  management  fee.  ms  could  have  reduced  its  costs  by  either 
(1)  stating  in  the  agreement  that  certain  costs,  such  as  the  costs  of  items 
procured  under  existing  contracts,  were  not  subject  to  the  Nns 
management  fee  or  (2)  procuring  the  items  itself,  based  on  Nns 
requirements,  and  providing  them  to  Nns.  If  ms  had  exercised  either  of 
these  options,  it  could  have  significantly  reduced  the  costs  subject  to  the 
management  fee.  For  example, 

Nns  purchased  computers  costing  almost  $300,000  under  a  contract 
administered  by  another  federal  agency.  In  this  case,  Nns  simply  placed  an 
order,  ms  could  have  avoided  about  $30,000  for  Nns  management  fees  if  it 
had  placed  the  order  itself. 

Nns  purchased  items  costing  over  $886,000  under  an  existing  Treasuiy 
contract  which  is  administered  by  iRS.  If  iRS  had  purchased  these  items 
directly  and  provided  them  to  Nns,  it  could  have  avoided  Nns  management 
fees  totaling  about  $89,000. 

The  Prompt  Payment  Act  of  1982"  requires  agencies  to  pay  interest 
penalties  to  compensate  vendors  when  agencies  do  not  pay  their  bills  on 
time.  Nns  records  show  that  it  incurred  about  $2,100  in  penalties  through 
June  27,  1996,  because  it  did  not  pay  Cyberfile  bills  on  time.  Even  though 
the  late  payments  were  sTls'  fault,  they  were  included  in  Cyberfile's  costs 
and  subject  to  the  10  percent  management  fee. 


Recommendations 


In  light  of  the  severity  of  acquisition  and  financial  problems  identified,  we 
recommend  that,  before  resuming  the  Cyberfile  project,  the  Commissioner 
of  the  Internal  Revenue  Service: 

Provide  to  the  Senate  Committee  on  Governmental  Affairs,  the  House 
Committee  on  Government  Reform  and  Oversight,  the  Senate  and  House 
Appropriations  Committees,  the  Senate  Committee  on  Finance,  and  the 
House  Committee  on  Ways  and  Means,  a  report  detailing 
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•  the  weaknesses  in  irs'  acquisition  and  financial  management  processes 
and  controls  that  permitted  Cyberfile  mismanagement  (e.g.,  pennitted 
ms  to  disregard  system  acquisition  policies  and  procedures,  disregard 
federal  acquisition  regulations,  and  provide  inadequate  oversight  of  ntis 
system  development  and  acquisition  efforts); 

•  actions  that  have  been  taken  to  ensure  that  these  weaknesses  in  ms' 
processes  and  controls  have  been  corrected  and  that  resulting 
mismanagement  does  not  recur,  and 

•  ms'  plans  for  Cyberfile,  including  a  business  case  analysis  addressing 
costs,  mission-related  benefits  and  technological  risks,  schedule  and 
milestones,  and  acquisition  strategy. 

Ensure  that  (a)  irs'  Chief  Financial  Officer  adjusts  the  obligatioiis  and 
costs  recorded  for  Cyberfile  to  reflect  the  actual  obligations  and  costs 
associated  with  the  interagency  agreement  with  ntis  and  (b)  ntis  identifies 
all  obligations  and  costs  that  can  be  avoided  while  Cyberfile  is  suspended 
and  takes  needed  contractual  action  to  do  so. 

Report  the  acquisition  weaknesses  as  material  weaknesses  in  the  agency's 
system  of  internal  controls  under  the  Federal  Marmgers'  Financial  Integrity 
Act  to  the  extent  they  remain  uncorrected  at  the  close  of  fiscal  year  1996 
and  reassess  these  controls  periodically  to  ensure  they  are  adequate  and 
are  being  adhered  to  as  required  by  the  act 

We  recommend  that,  before  permitting  ntis  to  resume  work  on  the 
Cyberfile  project  or  accept  new  systems  development  projects  from  other 
federal  agencies  (e.g.,  work  ntis  solicits,  such  as  providing  information 
management  solutions,  performing  program  management  and  software 
development,  and  building  state-of-the-art  customized  programs),  the 
Secretary  of  Commerce: 

Provide  to  the  Senate  Committee  on  Governmental  Affairs,  the  House 
Committee  on  Government  Reform  and  Oversight,  the  Senate  and  House 
Appropriations  Committees,  the  Senate  Committee  on  Commerce, 
Science,  and  Transportation,  and  the  House  Committee  on  Science,  a 
report  detailing 

•  the  weaknesses  in  ntis'  acquisition  and  financial  management  processes 
and  controls  that  permitted  Cyberfile  mismanagement  (e.g.,  permitted 
NTIS  to  disregard  procurement  laws  and  regulations  and  dispense  with 
acceptable  financial  accounting  practices);  and 

•  actions  that  have  been  taken  to  ensure  that  these  weaknesses  in  ntis' 
processes  and  controls  have  been  corrected  and  that  resulting 
mismanagement  does  not  recur. 
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Ensure  that  ntis'  Director  immediately  identifies  all  costs  that  can  be 

avoided  while  Cyberfile  is  suspended  and  takes  needed  contractual  action 

to  do  so. 

Rescind  all  charges  made  to  ms  associated  with  ntis  mismanagement,  such 

as  costs  and  fees  for  prompt  payment  penalties. 

Rescind  management  fees  for  all  items  purchased  firom  existing 

government  contracts. 

Report  the  acquisition  and  financial  management  weaknesses  as 

weaknesses  in  the  agency's  system  of  internal  controls  under  the  Federal 

Managers'  Financial  Integrity  Act  to  the  extent  they  remain  uncorrected  at 

the  close  of  fiscal  year  1996  and  reassess  these  controls  periodically  to 

ensure  they  are  adequate  and  are  being  adhered  to  as  required  by  the  act 


Agency  Comments 
and  Our  Evaluation 


In  commenting  on  our  report,  Treasury  agreed  with  our  findings  and 
recommendations.  It  stated  that  it  shared  our  concerns  regarding  KS' 
management  of  the  Cyberfile  project  and  that  the  experience  with  the 
project  underscores  the  importance  of  iRS  implementing  our 
recommendations.  In  its  comments,  ins  agreed  that  Cyberfile  was  not 
successful  and  had  encountered  problems,  even  though  ms  expected  to 
expand  its  technical  c^ability  by  using  ntis.  irs  explained  that  it  is 
conducting  an  internal  review  of  Cyberfile  to  identify  a  full  range  of 
corrective  actions. 

Commerce  also  supported  many  of  our  recommendations.'*  However,  it 
disagreed  that  ntis  should  (1)  rescind  management  fees  associated  with 
ordering  equipment  from  existing  govenunent  contracts  and  (2)  refi-ain 
from  accepting  new  projects  fitjm  other  agencies  untU  the  reported 
weaknesses  are  corrected. 

First,  in  refusing  to  rescind  the  management  fees,  Commerce  stated  that 
IRS  agreed  to  pay  these  fees  on  equipment  ordered  firom  existing 
government  contracts  "for  its  own  convenience,"  and  that  ntis  was  entiUed 
by  the  interagency  agreement  to  collect  them.  This  position  misses  the 
point  of  the  recommendation.  The  issue  is  not  whether  Commerce  is 
entitled  to  assess  these  charges  under  the  interagency  agreement  (the 
report  expUcitly  states  that  it  is),  but  rather  whether  these  charges 
represent  judicious  management  of  federal  funds.  In  executing  an 
interagency  agreement,  all  parties  are  required  to  ensure  that  the  best 
interests  of  the  government  are  served,  and  that  federal  funds  are 
prudenUy  expended.  Charging  res  an  $89,000  management  fee  for 


"NTlS'  comments  were  incorporaled  into  Commerces  response 
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purchasing  equipment  from  an  existing  contract  administered  by  the  nts 
itself,  and,  in  addition,  himdreds  of  thousands  of  dollars  in  unnecessry  fees 
for  placing  orders  with  other  federal  agencies  that  irs  could  have  placed 
itself,  is  not  judicious  management  of  federal  funds  and  is  not  in  the  best 
interest  of  the  federal  government 

Second,  Commerce  said  that  it  would  not  refrain  from  accepting  new 
projects  from  other  agencies  before  the  causes  of  CyberfUe 
mismanagement  had  been  identified,  corrected,  and  reported  to  the 
Congress,  because  most  ntis  projects  involve  routine  information 
disseminatioa  This  recommendation  was  not  intended  to  address  ntis 
projects  involving  only  routine  information  dissemination.  Our  intent  was 
to  ensure  that  ntis  accepted  no  new  systems  analysis,  development,  or 
management  projects,  such  as  those  solicited  on  ntis'  Internet  site  (Le., 
providing  other  agencies  with  information  management  solutions, 
performing  program  management  and  software  development,  and  building 
state-of-the-art  customized  programs)  while  weaknesses  in  ntis  acquisition 
and  financial  management  processes  persist.  We  have  modified  the 
recommendation  to  state  our  intention  more  precisely. 

In  its  response.  Commerce  also  took  the  position  that  (1)  the  project  took 
longer  than  the  scheduled  6  months  because  ms  increased  systems 
requirements  after  m^or  milestones  were  met  and  (2)  when  ms  suspended 
the  Cyberfile  project  in  May  1996,  the  system  was  near  completion. 
However,  as  we  testified  in  March  1996,'^  there  was  no  formal  process  in 
place  to  define,  manage,  and  control  Cyberfile  systems  requirements.  For 
example,  there  were  no  established  security  requirements  or  requirements 
baseline.  Further,  since  Cyberfile  was  developed  using  undisciplined  and 
ad  hoc  software  development  processes,  ntis  has  no  analytical  basis  to 
determine  whether  the  system  was  "near  completion,"  when  it  would  be 
complete,  or  how  much  it  would  cost 

Finally,  Commerce  claimed  that  it  did  not  have  enough  time  to  review  the 
facts  in  the  draft  report.  However,  ntis  was  well  awjire  of  all  the  facts  and 
had  commented  on  them  orally  and  in  writing  before  the  draft  report  was 
sent  Specifically,  before  sending  the  draft  report,  we  provided  ntis  with 
written  statements  detailing  the  facts,  held  meetings  with  ntis  to  discuss 
the  facts  on  July  26,  August  2,  and  August  6,  1996,  and  received  and 
responded  to  ntis'  written  comments  on  the  facts.  We  then  sent  Commerce 
the  draft  report  on  August  8, 1996,  and  allowed  8  days  for  the  re^wnse. 


"C1A0^-AIMI«5.76,  March  26,  1996. 
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Given  that  the  facts  already  had  been  thoroughly  discussed,  this  should 
have  been  adequate  time  for  a  complete  review. 


As  agreed  with  your  office,  unless  you  pubhcly  announce  the  contents  of 
this  report  earlier,  we  will  not  distribute  it  until  30  days  from  its  date.  At 
that  time,  we  will  send  copies  to  the  Ranking  Minority  Member  of  the 
Senate  Ck)mmittee  on  Governmental  Affairs  as  well  as  the  Chairmen  and 
the  Ranking  Minority  Members  of  the  House  Committee  on  Government 
Reform  and  Oversight;  the  Senate  Committee  on  Finance;  the  House 
Committee  on  Ways  and  Means;  the  Senate  and  House  Committees  on 
Appropriations;  the  Subcommittees  on  Treasury,  Postal  Service  and 
General  Government  of  the  Senate  etnd  House  Appropriations  Committees; 
the  Senate  Committee  on  Commerce,  Science,  and  Transportation;  and  the 
House  Committee  on  Science.  We  are  also  sending  copies  to  the  Secretary 
of  the  Treasury,  the  Secretary  of  Commerce,  Commissioner  of  the  Internal 
Revenue  Service,  the  Director  of  the  National  Technical  Information 
Service,  the  Director  of  the  National  Institute  of  Standards  and 
Technology,  and  the  Director  of  the  OfBce  of  Management  and  Budget 

Copies  will  also  be  made  available  to  others  upon  request  If  you  have 
questions  about  this  letter,  please  contact  me  at  (202)  612-6412.  M^or 
contributors  are  listed  in  appendix  V. 

Sincerely  yours, 


Dr  Rona  B.  Stillman 
Chief  Scientist  for  Computers 
and  Telecommunications 
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Appendix  I 

Scope  and  Methodology 


To  determine  irs'  rationale  for  selecting  ntis  to  develop  and  acquire 
Cyberfile,  we  reviewed  irs  policies  and  procedures  for  initiating  and 
justifying  new  infonnadon  system  projects  and  the  documentation  that  irs 
prepared  for  the  Cyberfile  project  in  accordance  with  the  guidance.  We 
also  reviewed  ntis'  Cyberfile  study  and  prc9}osal  as  well  as  the  August  1995 
interagency  agreement  between  irs  and  ntis  and  supporting 
documentation.  Finally,  we  reviewed  tes'  and  ntis'  December  1994 
interagency  agreement  to  develop  an  electronic  bulletin  board  for  tax 
forms.  We  interviewed  irs  and  ntis  program  and  information  system 
officials  to  understand  (1)  why  ntis  was  considered  to  develop  Cyberfile, 
(2)  how  ms  evaluated  ntis,  and  (3)  how  ntis  performed  on  other  projects 
done  for  irs.  We  also  coordinated  with  irs'  internal  auditors,  reviewing 
their  audit  memoranda  and  wiite-ups  to  ensure  no  duplication  of  eBort 

To  determine  whether  irs  and  ntis  followed  applicable  procurement  laws 
and  regulations  in  acquiring  Cyberfile  equipment  and  services,  we 
reviewed  the  Competition  in  Contracting  Act,  the  Economy  Act,  the 
Brooks  ADP  Act,  the  Federal  Acquisition  Regulation,  the  Federal 
Information  Resources  Management  Regulation,  and  sba's  Section  8(a) 
regulations.  We  also  examined  procurement  policies  and  procedures  for 
IRS  and  ntis,  including  the  ms  policy  on  interagency  agreements.  We 
reviewed  pertinent  Cyberfile  contract  files  to  document  the  chronology  of 
events  and  verified  them  through  interviews  with  iRs,  ntis.  National 
Institute  of  Standards  and  Technology,  and  sba  procurement  officials.  We 
then  compared  the  contracting  actions  with  the  laws  and  regulations  to 
assess  their  appropriateness.  We  also  interviewed  Department  of 
Cormnerce  Injector  General  staff,  who  were  reviewing  procurement  and 
other  management  practices  at  ntis,  to  confirm  our  understanding  of 
Commerce's  procurement  processes  and  verify  our  findings. 

To  determine  if  Cyberfile  purchases  were  properly  accounted  for  and  were 
cost-effective,  we  worked  in  corvjunction  with  irs'  internal  auditors  who 
were  performing  a  full  inventory  of  all  purchases  related  to  Cyberfile.  For 
selected  transactions,  we  compared  obligation  and  disbursement  dates  to 
dates  recorded  in  the  accounting  records  and  reviewed  supporting 
documentation.  We  also  reviewed  procurement  files  to  verify  the  validity 
of  obligations  and  disbursements  and  reviewed  related  interagency 
agreements  and  contracts.  In  addition,  we  contacted  the  federal  agency 
persoiutel  working  with  ntis  to  renovate  space  for  the  Cyberfile  computer 
center. 
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Appendix  1 

Scope  and  Methodology 


Our  work  was  performed  at  ms  headquarters  in  Washington,  D.C.;  the  ms 
facilities  in  Bethesda  and  Oxon  Hill,  Maryland;  the  Department  of 
Commerce  headquarters  in  Washington,  D.C.;  uns  in  Springfield,  Virginia; 
the  National  Institute  of  Standards  and  Technology  in  Gaithersburg, 
Maryland,  sba  headquarters  and  Washington  District  Office  in  Washington, 
DC;  and  the  technical  services  contractor's  location  in  Bethesda, 
Maryland.  Our  work  was  conducted  from  April  1996  through  early 
August  1996.  We  performed  our  work  in  accordance  with  generally 
accepted  government  auditing  standards. 
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Appendix  n 


Comments  From  the  Department  of  the 
Treasury 


© 


THE  DEPUTY  SECRETARV  OF  THE  TRtASUI 


Au(ust  19.  1996 


Mr.  Gene  L.  Dodiro 
Assisaa  ComptioUer  Genenl 
Genenl  Accounong  Office 
441  G  Street.  N.W..  Room  6101 
Wuhington.  D.C.  20S48 

Dear  Mr.  Dodaro: 

We  appreciue  the  opponunily  to  provide  >  reqmme  oo  your  draft  report,  TAX  SYSTTMR 

MnnRBNI7.ATinN     rvhCTfile  Pmitn  W».  Pnntiv  Pl.niwl  .ivt  M.n..«1 

We  agree  widi  you  and  thare  your  coocerns  regarding  the  IRS's  management  of  the  Cyt>erfile 
project  The  Department  rajied  lerious  <|ue$tians  about  testing,  aecurity  and  matteting  in  tight 
of  the  short  time  frame  fRS  had  set  for  Cyt>erfiie  development  and  roll-out.  These  questions 
ultimately  led  to  die  decision  to  discontinue  the  effort  for  the  1996  filing  leasoo. 

We  very  much  appreciate  GAO's  efforts  in  pointing  out  prob^-ms  with  die  Cybeifile  prtiject. 
In  our  VKW,  die  experience  widi  die  Cytierfile  project  underscores  the  importance  of  adopting 
die  changes  GAO  has  recommended  to  IRS.  As  you  are  aware,  die  Department  has 
substantially  increased  its  oversight  of  Tax  Systems  ModemiratioD  over  the  past  6  months. 
We  will  ensure  dial  die  IRS  prepares  a  report  u>  Congress  documenting  the  CyberfUe  project 
from  its  incepdoo  and  oudining  die  steps  being  lalcea  to  strenglbu)  its  project  managcmeot 
capabilities. 

Thank  you  fiv  Die  appoRunily  to  comment  on  die  report. 


i.- 


Sincerely, 

.vA^ot'    W  ■   -/ui ' 

Lawrence  H.  Summers 
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Appendix  ID 


Comments  From  the  Internal  Revenue 
Service 


© 


DEPARTMENT  OF  THE  TREASURY 


August  19,  1996 


Mr.  Gene  L.  Dodaro 

Assistant  Comptfoller  General 

Unhed  States  General  Accounting  OfAoa 

441  G  Street,  N.W. 

Washington,  DC  20S48 

Dear  Mr.  Dodaro: 

We  have  received  your  draft  Report,  Tax  Systems  Modernization:  Cvtwtfile 
Pfplect  was  Poorly  Planned  and  Managed,  and  appreciate  the  opportunity  to  comrrient 
on  it. 

The  Internal  Revenue  Service  initiated  the  Cyt>erfile  project  In  1995  to  explore 
addifional  ways  of  encoureging  the  electronic  filing  of  tax  returns.  In  particular, 
Cyt)erfite  was  conceived  as  a  way  of  rBCerving  returns  that  would  be  prepared  on 
personal  computers  by  irxjivkjual  taxpayers.  As  a  part  of  tlie  GAO's  ongoing  Tax 
System  Modemliation  (TSM)  Program  reviews,  Bie  importance  of  the  IRS'  devising  a 
strategy  that  would  attract  this  Important  segnwnt  of  the  taxpaying  public  was 
underscored.  The  IRS  agreed  then  as  it  does  rxiw  that  it  Is  Important  to  effectively 
bring  this  group  of  taxpayers  Into  an  environment  which  allows  them  to  file 
electron  IcaUy. 

We  expected  t(>al  a  partnership  with  the  Commerce  Department's  MTIS 
organization  would  present  the  opportunity  for  us  to  expand  our  technical  capacity  to 
deliver  Cyberflie.  However,  as  you  point  out  In  your  draft  report,  the  effort  was  nox 
successful,  and  there  were  problems    The  results  of  a  comprehensive  Intemal  review 
of  Cyberfile  are  currently  tieing  evaluated  for  the  purpose  of  ldentl(yir>g  the  full  range  of 
appropriate  corrective  action.  As  a  result  of  tfie  review,  we  will  be  able  to  prepare  the 
report  to  Congress  ttwl  the  draft  Report  recommends 

In  the  interim,  however,  I  know  you  are  aware  of  many  of  the  steps  we  have 
fatten  to  strengthen  our  abilty  to  modernize  the  tax  system.  At  Its  core,  the  Investment 
Review  Process  ttiat  is  already  in  place,  as  well  as  tfw  wort>  undenvay  on  completing 
the  TSM  an*ltecture,  irstltutionaltzir)g  the  Systems  Ufe  Cycle  for  all  new  infomiation 
tecfmology  development  efforts,  implementing  contractor  Capability  Maturity  Model 
reviews,  establishing  software  development  metrics  and  establishing  the  Integration 
Testing  and  Control  Center  are  Important  ways  by  which  we  will  erasure  future  systems 
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Appendix  ni 

Comments  From  the  Internal  Berenoe 

Service 


Mr.  Gene  L.  Oodaro 

development  Is  done  wel.  SImllarty,  the  addition  of  a  CIO  imtm  has  previous  experience 
with  a  significant  modernization  effort  and  the  nitalation  of  a  Govemment  Program 
Management  Office  has  enhanced  our  at>lllty  to  design  and  build  effectiva  systems  and 
mitigate  many  of  the  risks  that  were  experienced  by  the  Cyberfile  effort. 

If  you  have  any  further  questions,  please  do  not  hesitate  lo  contact  us. 

Sincerely, 


fTf\a/MjA/ 


Margaret  Mllner  Richardson 


GAO/AIMD-96-M0  TBM  QFbcrille 


451 


Appendix  IV 


Comments  From  the  Department  of 
Commerce 


\_g/ 


UtmtD  (TATB  09*mMBIT  » 
Urn  Undv  Sacratarr  lor  Imtwalogt 

Wuhvigton.  DC    30230 


MB  16 


Mr  Gene  L.  Dodno 
Auistmt  Comptroller  Gcaenl 
Genenl  AccoantiBg  Office 
441  GSti«et.N.W..  RoontlOl 
Wuhinglaa,  D.C  X5*» 

Dear  Mr  Oodaro: 

The  Genoal  Accounting  OtBce  draft  report  M  tax  lyalcaitainifainiTanoBC  III atnoma 
lrooblmgfindmg»M  to  Iheinanagnnml  of  a>eCybqfile  Project,  aadlinlgid  to  lee  thy 
are  (piickly  resolved.  11  u  nnclearif  the  probtemyoorauedare  ai  leriouaMpraaMd. 
but  we  were  unable  to  verily  or  refute  them  in  the  short  tunc  allowed  fix  reviewng  a* 
draft  repoa  The  DepanmeoJ'i  Inapedor  General  i»  now  completiEg  it«  ow»  revirw 
which  will  shed  more  light  on  die  (object. 

The  diaf»  report  uggeita  that  the  Project  wu  teminated  becaoM  an  iccc|<»blr  |»od»c» 
had  not  been  delivered  witfiin  die  prnmued  time  frame.  In  May.  1*>6.  dn  NMicBil    ^ 
Technical  Infonnatioo  Service  (NTIS)  repotted  dial  obligationa  had  reached  73  perocnt 
of  the  budget,  at  it  waa  requited  to  do  by  die  tenna  of  iu  agrteaaex  witfi  bitcnal  Rcwaaa 
Service  (KS).  U  appears  that  by  dial  time  Cybeifik  had  ■  (4ace  all  propoaed  h«dw»e 
fystemi.  subsystcmi,  and  compooaus,  and  die  iof>wait  necctsay  to  permit  eUniaivt 
initiai  performance  tesa  and  linmlatioaa    This  mc  xied  IRS  systems  acceptance  KMing 
and  mdependent  testing,  such  as  dial  performed  for  die  KS  by  d«e  National  Cask  Regiakx 
Coporatkn.  At  die  lime  of  die  Project's  fuapeiiiiosi.NTIS  and  in  coiitr»ctt«ibeliewd 
that  the  system  was  near  completioiL 

The  Cyberfile  acccsiiplishineiits  did  take  more  dian  the  iche«hilf«l  six  mopliis  to  achirw. 
NTIS  and  die  ntS  conceived  die  project  as  a  pilot  program,  limed  at  danoostratiiig 
whether  die  concept  of  a  home  filer  system  could  work  and  be  expanded  at  some  ft*m 
time  to  a  fiill-icale  operanoo.  However,  as  major  milestnnrs  wot  mrt  m  die  Ul  of  1«5. 
KS  began  to  inaease  Its  requirtmenls    NTIS  always  kept  it  informed  as  lo  what  the 
impact  would  be  on  die  schedule. 

Atthough  we  have  not  been  able  to  complete  our  research  ofihe  report's  findmga.  we  do 
support  many  of  die  recommendatioos.  Secretary  Kanlor  has  directed  die  Dep«ttno*  I 
Acting  Ouef  rmmcial  Officer  sod  Assistant  Secretary  S»  AdmiaistratiflO.  R^rmoBd 
Kammer,  Jr.,  to  begin  work  on  a  report  covetuig  NTIS'  acquiiitioa  and  financol 
P^.g.nw«r  pocesses  and  controls  and  our  steps  to  lesotve  whaiever  probleni  ■* 
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CommentA  From  the  Dep«rtment  of 

Commerce 


Kb.  Gene  L  Dodaro 
Pige2 

imcovcml.  That  effott,  in  coojanctioii  with  Ihe  bapeoot  Gcnenl't  fiintingt,  wiO  ilso 
auble  lu  lo  detcnniae  if  die  lituiliao  wmntt  irtfiwifinticii  u  ■  luleri*!  mdmea 
mder  Ae  Fedcnl  Mmigen'  Finmci*)  lottgrity  Act. 

Ai  for  your  otiier  three  recommrailrinni  coDsamng  ooit  iauc*  iclxted  to  the  Cybafile 
Project,  our  report  will  detcribe  our  drritinrt  tnd  dieir  ratiootk  is  detail.  We  igree  tint 
Ide  payment  p«naltie>  and  the  usodattd  sorchirge  ihonld  not  have  been  chained  to  the 
Project,  and  KTIS  is  rftriiuting  the  $2^76  in  charget.  NTTS  is  alao  working  to  identify 
all  coati  that  can  be  avoided  while  Cyberfile  ta  wnpendcd,  Howevo;  Ae  dedaiaa  to  aie 
NTIS  for  Cybetfile-related  purchasct  was  made  by  IRS  for  it  own  caavcniaice,  with  full 
undoitanding  that  the  NTIS  fee  woold  be  assessed. 

In  die  ""*"'■ '~,  before  we  oooplele  our  report,  however,  i  caaaot  agree  to  pievqiliiig 
NTIS  fiom  accepting  new  projects  froa  other  Federal  agencies.   The  work  NTIS 
pcrfbnns  for  odier  agencies  generally  kralves  rootine  infonnatica  dinrniinalion 
activities  and  produces  a  significant  aniouni  of  its  total  rtwnoea. 

The  Cyberfile  Project  is  an  important  initiative  for  the  taxpayer  and  represeats  a 
cespotisibility  I  take  very  lerioiuly.  My  staffaadlwiUCallowHipaggnasivclyaByaa' 


/UAf 


Under  Secrrtaty  for  Tecbnology 
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Major  Contributors  to  This  Report 


Accounting  and  '^^Xy!'pi.f^''^>^^''^'''^' 

Information  Gary  T.  Engel,  Assistant  Director 

Management  Division,        J"^  ^  Hawkins,  Assistant  Director 
AV      W    itt  T\  C  John  C.  Martin,  Technical  Assistant  Director 

WasnmgtOn,  U.U.  Robert  L  Crocker,  Jr.,  Senior  Information  Systems  Analyst 

Tamara  J.  Lilly,  Senior  ADP/Teleconununications  Analyst 
Peter  C.  Wade,  Senior  Business  Process  Analyst 
David  R  Fisher,  Senior  Auditor 
Mickie  E.  Gray,  Senior  Auditor 
Laura  C.  Rlipescu  Turner,  Senior  Auditor 


Office  of  General  ^^^  *'^«^*'  ^'^°''  ^"""^^^ 

Counsel 
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GAO 


United  States 

General  Accounting  OfTice 

Washington,  D.C.  20548 


Accounting  and  InfonnaUon 
Management  Division 


B-272945 
September  9,  1996 

The  Honorable  Ted  Stevens 

Chairman 

Committee  on  Governmental  Affairs 

United  States  Senate 

Dear  Mr.  Chairman: 

Enclosed  is  our  report  entitled 
Internal  Revenue  Service:   Business 
Operations  Need  Continued 
Improvement.   As  you  requested, 
this  report  provides  our  overall 
perspective  on  opportunities  to 
improve  IRS'  management  practices 
and  computer  modernization  efforts. 
It  summarizes  and  updates  our 
recent  reports  and  testimonies 
before  your  committee.   We  are 
providing  the  report  to  interested 
committees  as  well  as  the  National 
Commission  on  Restructuring  the 
Internal  Revenue  Service . 


Sincerely  yooirs, 


Assistant  Comptroller  General 
Enclosure 


September  1996 
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United  States  General  Accounting  Office 


ri  Ajp)  Report  to  Congressional  Requesters 


INTERNAL  REVENUE 
SERVICE 

Business  Operations 
Need  Continued 
Improvement 


15  m^.^m  IS; 


yea  rs 

mi      Ifl'IO 
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GAO 


United  States 

General  Accoonttng  Office 

Washington,  D.C.  20548 


Accounting  and  Information 
Management  Division 

B-272945 

September  9,  1996 

Tbe  Honorable  Ted  Stevens 

Chairman 

The  Honorable  John  Glenn 

Ranking  Minority  Member 

Committee  on  Governmental  Affairs 

United  States  Senate 

As  you  requested,  this  report  offers  an  overall  perspective  on 
opportunities  to  improve  the  Internal  Revenue  Service's  (ffis)  business 
operations  and  is  based  on  our  recent  reports  and  related  testimonies  on 
this  topic'  These  testimonies  and  related  reports  extensively  describe  the 
substantial  problems  iRS  has  experienced  in  fulfilling  its  business  vision, 
overcoming  management  and  technical  weaknesses  in  its  tax  systems 
modernization  (tsm)  efforts,  and  improving  the  reliability  of  its  financial 
management  systems  used  to  account  for  hundreds  of  billions  of  dollars  in 
taxpayer  monies  and  to  measure  ms'  performance. 

We  are  not  making  any  new  recommendations  in  this  report.  As  detailed  in 
our  recent  studies,  iRS  has  initiated  actions  that  begin  to  implement  the 
dozens  of  recommendations  we  have  previously  made  in  these  areas.  But 
to  date,  ms  has  not  fully  implemented  our  recommendations,  which  offer  a 
framework  for  correcting  its  management  and  technical  problems. 


Ra«:i  ilt«  in  Rripf  "^"^^  report  identifies  pivotal  jictions  that  ms  should  take  to  fully 

implement  our  recommendations  and  improve  its  business  practices. 
These  steps  include: 

•  limiting  funding  for  tsm  to  critical  priorities; 

•  developing  an  effective  implementation  strategy  for  achieving  ms'  business 
vision  that  includes  an  agreed  upon  set  of  performance  measures,  which  is 
imperative  to  changing  the  way  ips  operates  and  serves  customers; 

•  developing  the  capacity  to  make  sound  investments  in  information 
technology,  which  will  be  heavily  relied  upon  to  achieve  ms'  business 
strategy  and  measure  performance; 


'Tax  Systems  Modernization:  Maragement  and  Technical  Weakneases  Must  Be  Overcome  To  Achieve 
Success  (GAO^-AIMD-96-76.  March  26,  1996).  Tax  Systems  Modernization:  Progress  in  Achieving  mS' 
Business  Vision  fGAO/rGGD-96-123,  May  9,  19%),  Financial  Audit  Actions  Needed  to  Improve  ffiS 
Financial  Management  (GAO^AIMD-96-96,  June  6,  1996);  and  Tax  Systems  Modernization:  Actions 
Underway  But  IRS  Has  Not  Yet  Corrected  Management  and  Technical  Weaknesses  (GAO/AIMD-96-106, 
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building  the  necessary  technical  foundation  for  tsm  information  systems 
projects,  which  will  provide  the  overall  blueprints  for  developing  systems, 
and  the  disciplined  processes  needed  for  completing  information  systems 
projects  timely  and  economically,  and  ensuring  that  information  systems 
concepts  are  transformed  into  practical  tools  that  perform  as  intended; 
and 

addressing  serious  and  persistent  financial  management  problems,  which 
affect  the  credibility  of  financial  information,  such  as  over  $1  trillion  in 
monies  collected  from  American  taxpayers  and  billions  of  dollars  in 
delinquent  taxes  owed  to  the  government. 

The  success  of  these  critical  efforts  hinges  on  iRS,  the  Department  of  the 
Treasury,  the  Office  of  Management  and  Budget  (omb),  and  congressional 
initiatives  to  ensure  that  recommendations  in  these  areas  are  prompUy  and 
fuUy  implemented.  Historically,  irs  has  not  been  highly  responsive  in  fixing 
business  operation  problems  and  implementing  our  recommendations. 
Treasury,  in  particular,  has  become  more  active  in  oversight  and,  while 
that  is  a  positive  development,  the  department's  continued  focus  on 
monitoring  irs'  corrective  actions  will  be  a  key  factor  in  ensuring  progress. 
OMB  needs  to  emphasize  its  leadership  and  oversight  roles  in  resolving 
these  matters  as  well. 

The  Congress  has  legislatively  established  management  tools  it  can  use  to 
closely  monitor  ms'  progress  and  hold  irs  accountable  for  improving  its 
business  operations.  These  laws  include  (1)  the  Chief  Financial  Officers 
Act  of  1990,  (2)  the  Government  Performance  and  Resulte  Act  of  1993, 
(3)  Titie  V  of  the  Federal  Acquisition  Streamlining  Act  of  1994,  (4)  the 
Paperwork  Reduction  Act  of  1995,  as  amended,  and  (5)  the  Information 
Technology  Management  Reform  Act  of  1996. 

Through  this  legislation,  the  Congress  has  provided  an  excellent 
framework  for  (1)  overseeing  irs'  efforts  to  improve  financial  management 
operations  and  modernize  tax  processing  with  more  effective  technology 
and  (2)  measuring  irs'  performance  in  meeting  its  business  vision.  In 
addition,  the  new  National  Commission  on  Restructuring  iRS,  legislated  by 
the  Congress,  will  have  a  principal  role  over  the  next  year  in  conducting  a 
broad-based  evaluation  of  irs'  operations  and  recommending  changes  to 
irs'  organizational  structure,  management  practices,  and  operating 
procedures. 
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Objective,  Scope,  and 
Methodology 


To  provide  the  requested  overview  of  what  we  see  as  opportunities  to 
improve  iRS  business  operations,  we  synthesized  several  of  our  most 
recently  issued  products.  These  reports  and  testimony  evaluate  iRS' 

performance  in  achieving  msuor  mission  objectives  to  process  returns 

more  efficiently,  improve  service  to  taxpayers,  and  increase  taxpayer 

compliance; 

accountability  for  revenues  designated  for  the  general  fund  and  a  wide 

spectrum  of  trust  funds  as  well  as  its  appropriations  for  salaries  and 

expenses;  and 

initiatives  to  modernize  by  modiiying  business  processes  and 

incorporating  infoimation  technology  to  enhance  mission  and  financial 

accountability  and  productivity. 

Each  of  these  products  is  grounded  in  large  bodies  of  work  performed 
over  several  years  in  Jiccordance  with  generally  accepted  government 
auditing  standards. 

We  requested  comments  on  a  draft  of  this  report  from  the  Department  of 
the  Treasury,  the  Intemsil  Revenue  Service,  and  the  OfiQce  of  Management 
and  Budget  ms  provided  us  with  written  comments  on  August  16,  1996. 
Treasury  officials  concurred  with  ms'  comments.  A  representative  from  the 
Office  of  Management  and  Budget  provided  us  with  oral  comments  on 
August  19,  1996.  Comments  are  discussed  in  the  Agency  Comments  and 
Our  Evaluation  section. 


Limiting  Funding  for 
TSM  to  Critical  Areas 


In  its  May  6,  1996,  report  on  the  status  of  tsm  to  the  Senate  and  House 
Appropriations  Committees,  the  Department  of  the  Treasury  candidly 
assessed  tsm  progress  and  future  redirection.  It  described  ongoing  and 
planned  actions  intended  to  respond  to  our  July  1995  recommendations  to 
correct  management  and  technical  weaknesses.^  It  concluded  that  despite 
some  qualified  success,  irs  had  not  made  progress  on  tsm  as  planned 
because  systems  development  efforts  had  taken  longer  than  expected,  cost 
more  than  originally  estimated,  and  delivered  less  functionality  than 
originally  envisioned.  It  further  stated  that  significant  changes  were 
needed  in  iRs'  management  approach  and  that  irs  did  not  currently  have 
the  capability  to  develop  and  integrate  tsm  without  expanded  use  of 
external  expertise. 


^ax  Systems  Modernization  Management  and  TechnicaJ  Weaknesses  Must  Be  Corrected  If 
Modemiiati'on  b  To  Succeed  (GAO/AlMD-96-166,  July  26.  1996) 
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Treasury's  report  delineates,  and  we  verified,  that  ms  has  initiated  a 
number  of  actions  and  is  maldng  some  progress  in  addressing  our 
recommendations.  For  example,  ms  (1)  is  preparing  a  comprehensive 
strategy  to  maximize  electronic  filing,  (2)  has  created  an  investment 
review  board  to  select,  control,  and  evaluate  its  information  technology 
investments,  (3)  has  updated  its  systems  engineering  process,  is  updating 
its  systems  life  cycle  methodology,  and  is  working  across  various  ms 
organizations  to  define  disciplined  processes  for  software  requirements 
management,  quality  assurance,  configuration  management,  and  project 
planning  and  tracking,  and  (4)  has  completed  a  descriptive  overview  of  an 
integrated,  three-tier,  distributed  systems  architecture. 

However,  as  we  reported  in  June  1996,  many  of  these  actions  are  still 
incomplete  and  do  not  respond  fully  to  any  of  our  recommendations.^ 
Examples  include  the  following: 

The  comprehensive  business  strategy  for  electronic  filing  is  not  scheduled 

for  completion  until  early  fall  1996.  Completing  this  strategy  is  central  to 

maximizing  electronic  filings  and  achieving  iRS'  business  vision  of 

significantly  reducing  the  volume  of  paper  retiuns. 

IRS  does  not  yet  have  a  complete  and  repeatable  process  for  selecting, 

controlling,  and  evaluating  its  technology  investments.  Implementing  such 

a  process  is  necessary  to  make  sound  investment  decisions  on  platmed 

and  ongoing  systems. 

The  procedures  for  requirements  management,  quality  assurance, 

configuration  management,  and  project  planning  and  tracking  are  being 

developed,  but  are  still  incomplete.  Overcoming  these  weaknesses  is 

critical  to  successful  systems  modernization. 

IRS  has  not  completed  its  integrated  systems  architecture  or  its  security 

and  data  architectures,  and  has  no  schedule  for  doing  so.  Completing 

these  architectures  is  fundamental  to  designing  and  building  tsm  systems. 

As  a  result,  irs  has  not  made  adequate  progress  in  correcting  its 
management  and  technical  weaknesses,  and  none  of  our 
recommendations  have  been  fully  implemented,  ms  e:q)ects  to  improve  the 
accountability  for  and  probability  of  tsm  success  by  increasing  its  reliance 
on  contractors.  However,  iRS  has  not  addressed  the  risk  inherent  in 
shifting  hundreds  of  millions  of  dollars  to  additional  contractual  efforts 
before  it  has  the  disciplined  processes  in  place  to  manage  all  of  its  current 
contractual  efforts  effectively. 


'GAO/AIMD-96-106.June7.  19% 
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As  we  reported,  until  iRS'  weaknesses  are  corrected  and  our 
recommendations  are  fully  implemented,  we  believe  the  Congress  should 
consider  limiting  tsm  spending  to  only  cost-effective  moderruzation  efforts 
that 

support  ongoing  operations  and  maintenance; 

correct  iRS'  pervasive  management  and  technical  weaknesses; 

are  small,  represent  low  technical  risk,  and  can  be  delivered  in  a  relatively 

short  time  frame;  and 

involve  deploying  already  developed  systems  that  have  been  fully  tested, 

are  not  premature  given  the  lack  of  a  completed  architecture,  and  produce 

a  proven,  verifiable  business  value. 

As  the  Congress  gains  confidence  in  iRS'  ability  to  successfully  develop 
these  smaller,  che^er,  quicker  projects,  it  could  consider  i^iproving 
larger,  more  complex,  more  expensive  projects  in  future  years. 


Imperative  Need  for 
an  Effective  Business 
Vision 

Implementation 
Strategy 


In  1986,  IRS  initiated  tsm  primarily  to  replace  the  computers  that  it  was 
using  to  process  and  store  the  information  on  tax  returns,  ms  planned  to 
introduce  the  new  technology  without  changing  its  existing  organizational 
and  operating  structure,  which  included  10  service  centers  that  processed 
tax  returns,  over  70  telephone  call  sites  that  provided  various  types  of 
service  to  taxpayers,  and  63  district  offices  that  were  responsible  for  many 
of  iRS'  compliance  activities. 

In  1992,  in  resporise  to  recommendations  by  gao  and  others,  (Rs  began  to 
analyze  how  it  might  use  new  technology  to  change  its  business 
operations.  As  a  result,  iRS  developed  a  vision  for  2001  that  called  for 
organizational,  technological,  and  operational  changes  affecting  the  way  it 
processes  tax  returns,  provides  customer  service,  and  ensures  compliance. 

Specifically,  irs'  vision  calls  for 

moving  fi-om  a  p^er-laden,  labor-intensive  tax  return  processing 

environment  to  a  modem  electronic  environment; 

providing  better  service  to  taxpayers  through  wider  use  of  the  telephone, 

better  access  to  data,  and  new  information  systems;  and 

improving  compliance  through  access  to  accurate,  up-to-date  data,  earlier 

identification  of  noncompliant  taxpayers,  and  increased  efficiencies  in  its 

field  enforcement  functions. 
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Since  1992,  ms  has  made  some  progress  in  moderruzing  its  operations,  but 
the  differences  between  ms'  current  operations  and  those  proposed  in  its 
vision  are  great.  Part  of  the  reason  irs  has  not  been  more  successful  in 
significantly  changing  its  business  operations  is  that  it  does  not  have  a 
well-defined  business  strategy  for  achieving  its  vision.  As  discussed  in  the 
following  sections,  iRS  is,  for  example,  revisiting  its  electronic  filing 
strategy  and  looking  for  alternative  ways  for  improving  customer  service. 

The  Government  Performance  and  Results  Act  (gpra)  provides  an 
excellent  vehicle  for  irs  to  reach  agreement  with  the  Congress  on  a 
business  strategy  and  for  the  Congress  to  assess  ms'  performance  in 
implementing  an  agreed  upon  strategy.  Under  gpra,  each  agency  is  to 
develop  strategic  plans  for  its  program  activities,  laying  out  the 
organization's  fundamental  mission  and  long-term  goals  and  objectives  for 
accomplishing  that  mission,  gpra  requires  that  these  plans  be  submitted  to 
OMB  and  the  Congress  by  September  30,  1997.  Recognizing  the  value  of 
such  plans,  omb  has  accelerated  the  legislative  schedule  and  is  currently 
working  with  agencies  in  developing  key  elements  of  their  strategic  plans. 


IRS  Does  Not  Yet  Have  a 
Comprehensive  Strategy  to 
Significantly  Reduce  the 
Volume  of  Paper  Returns 


One  of  the  biggest  problems  facing  irs  is  its  inefficient  system  for 
processing  most  tax  returns,  irs  has  made  little  progress  either  in  reducing 
the  number  of  paper  returns  it  processes  or  in  delivering  the  new  systems 
needed  to  better  process  paper. 

iRs'  strategy  for  receiving  and  capturing  data  from  tax  returns  was  and  still 
is  a  critical  component  of  irs'  business  vision.  Initially,  ms'  strategy 
focused  on  replacing  computers  in  its  10  service  centers  with  more 
efficient  ones.  However,  in  1992,  irs  began  examiiung  other  processing 
options.  As  a  part  of  that  analysis,  ms  concluded  that  it  had  to  make 
various  organizational  and  business  changes. 

One  of  the  most  important  business  changes  was  irs'  decision  to 
significantly  increase,  by  the  year  2001,  the  number  of  tax  returns  received 
electronically.  Compared  with  irs'  current  procedures  for  processing 
paper  returns,  electronic  filing  has  several  benefits  for  iRS.  These  benefits 
include  reduced  processing,  storage,  and  retrieval  costs;  and  faster,  more 
accurate  processing  of  returns  and  refunds. 

Although  IRS  has  implemented  some  initiatives  that  have  increased  the 
number  of  electronic  returns  since  1993,  irs  does  not  have  a 
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comprehensive  business  strategy  to  reach  or  exceed  its  electronic  filing 
goal,  which  was  80  million  electronic  filings  by  2001.  iRs'  estimates  and 
projections  for  individual  and  business  returns  suggested  that,  by  2001,  as 
few  as  39  million  returns  may  be  submitted  electronically,  less  than  half  of 
iRs'  goal  and  only  about  17  percent  of  all  returns  expected  to  be  filed. 

We  have  reported  that  iRS'  business  strategy  would  not  maximize 
electronic  filings  because  it  primarily  targeted  taxpayers  who  use  a  third 
party  to  prepare  and/or  transmit  simple  returns,  are  willing  to  pay  a  fee  to 
file  their  returns  electronically,  and  are  expecting  refunds.  Focusing  on 
this  limited  taxpaying  population  overlooked  most  taxpayers,  including 
those  who  prepare  their  own  tax  returns  using  personal  computers,  have 
more  complicated  returns,  owe  tax  balances,  and/or  are  unwilling  to  pay  a 
fee  to  a  third  party  to  file  a  return  electronically. 

To  d£ite,  most  of  the  returns  filed  electronically  are  ones  that,  if  filed  on 
paper,  could  be  filed  on  forms  (Uke  the  1040E^)  that  are  among  the  least 
costly  paper  returns  to  process.  With  that  in  mind,  we  recommended,  in 
October  1995,  that  irs  identify  those  groups  of  taxpayers  that  offer  the 
greatest  opportunity  to  reduce  iRs'  paper  processing  workload  and 
operating  costs  if  they  filed  electroiucally  and  develop  strategies  that  focus 
on  eliminjiting  or  alleviating  impediments  that  inhibit  those  groups  from 
participating  in  the  program.'' 

Some  of  irs'  21  electronic  filing  initiatives  have  realized  some  positive 
results.  For  example,  certain  taxpayers  who  are  eligible  to  file  a  Form 
1040EZ  are  now  allowed  to  file  electronically  using  a  toll-fi-ee  number  on 
touch-tone  phones.  This  year,  about  2.8  million  taxpayers  used  that  filing 
method,  known  as  TeleFile. 

Also,  IRS  has  not  yet  successfully  addressed  one  of  the  m^or  impediments 
to  the  expansion  of  electronic  filing — its  cost  to  taxpayers.  We  concluded 
that,  without  a  strategy  that  also  targets  these  taxpayers,  lrs  would  not 
meet  its  electronic  filing  goals.  In  addition,  if,  in  the  future,  taxpayers  file 
more  paper  returns  than  irs  expects,  added  stress  will  be  placed  on  irs' 
paper-based  systems.  Accordingly,  we  recommended  that  iRS  refocus  its 
electronic  filing  business  strategy  to  target,  through  aggressive  marketing 
and  education,  those  sectors  of  the  taxpaying  population  that  can  file 
electronically  most  cost-beneficially. 


'Tax  Administration:  Electronic  Filing  Falling  Short  of  E^pectetions  (GA0/GGD-96-I2,  October  31. 
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To  respond  to  our  recommendation,  to  date,  ms  has  performed  an 
electronic  filing  marketing  analysis  at  local  levels;  developed  a  marketing 
plan  to  promote  electronic  filing;  consolidated  its  21  electronic  filing 
initiatives  into  its  Electronic  Filing  Strategies  portfolio;  and  initiated  a 
reengineering  project  with  a  goal  to  reduce  paper  tax  return  filings  to 
20  percent  or  less  of  the  total  volume  by  the  year  2000.  It  plans  to  complete 
its  electronic  filing  strategy  in  early  fall  1996.  These  initiatives  could  result 
in  future  progress  toward  increasing  electronic  filings. 

However,  these  initiatives  are  not  far  enough  along  to  determine  whether 
they  will  culminate  in  a  comprehensive  strategy  that  identifies  how  irs 
plans  to  target  those  sectors  of  the  taxpaying  population  that  can  file 
electronically  most  cost-beneficially.  It  also  is  not  clear  how  the 
reengineering  project  will  affect  the  strategy,  or  how  these  initiatives  will 
affect  TSM  systems  that  are  being  developed. 

IRS  has  also  experienced  problems  in  delivering  the  systems  to  process 
paper  returns  in  the  future,  irs'  business  vision  for  2001  included 
consolidating  the  processing  of  all  paper  documents  (tax  returns, 
correspondence,  and  information  returns)  into  5  of  its  10  service  centers. 
IBS  identified  which  five  centers  will  specialize  in  paper  processing  and 
consohdated  the  processing  of  paper  information  returns  and  Federal  Tax 
Deposit  coupons  in  those  centers  with  the  roll  out  of  an  interim  scanning 
and  imaging  technology  known  as  the  Service  Center  Recognition  Image 
Processing  System  (scrips).  Besides  information  returns  and  tax  deposit 
coupons,  SCRIPS  was  originally  expected  to  process  all  forms  1040EIZ, 
1040PC,  and  941  (employment  tax  returns).  Instead,  for  1996,  scrips  is 
processing  about  60  percent  of  the  1040E^  and  none  of  the  1040PCs  and 
941s. 

Also,  in  1988  ffis  began  designing  a  Document  Processing  System  (dps)  in 
an  effort  to  use  imaging  and  optical  character  recognition  technologies  to 
process  paper  tax  returns  and  capture  100  percent  of  the  data  on  those 
returns.  In  April  1992,  we  said  that  irs  had  not  adequately  assessed  the 
cost-benefit  trade-offs  associated  with  its  strategy  for  receiving  and 
capturing  tax  return  data  using  dps.*  We  recommended  that  iRs  develop  a 
comprehensive  analysis  to  determine  the  cost  and  benefits  of  alterative 
strategies  for  receiving  and  capturing  tax  return  information. 


*Tax  Systems  Modemization:  Input  Processing  Strategy  Is  Risky  and  Lacks  a  Sound  Analytical  Basis 
(GAO/T-IMtEC-K-IS,  April »,  IdftSy 
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IRS  proceeded  with  the  development  of  dps  without  this  analysis  and 
estimates  that  it  spent  about  $270  million  on  dps  through  fiscal  year  1995. 
According  to  ffis  officials,  iKS  is  now  uncertain  whether  the  benefits  of  dps 
outweigh  the  costs  and  ms  is  currently  reevaluating  its  needs.  With  the 
problems  encountered  with  both  the  scrips  and  dps  systems,  ms  is  left 
without  a  proven  system  for  more  efficiently  processing  p^er  returns  in 
the  future. 


IRS  Faces  Several 
Challenges  in 

Implementing  Its  Customer 
Service  Vision 


The  second  part  of  ms'  business  vision  is  to  improve  service  to  taxpayers. 
A  key  ms  goal  is  to  resolve  95  percent  of  taxpayer  issues  sifter  one  contact 
For  service  to  improve,  taxpayers  must  be  able  to  reach  iRS  by  telephone 
when  they  have  questions  or  problems,  and  iRS  employees  must  have  easy 
access  to  the  iirformation  needed  to  help  taxpayers. 


Taxpayers  have  long  had  a  problem  reaching  irs  by  telephone.  The 
percentage  of  taxpayer  calls  that  iks  assistors  answered  decreased  fi-om 
58  percent  for  the  1989  filing  season  to  8  percent  for  the  1995  filing  season. 
Although  the  accessibility  rate  improved  during  the  1996  filing  season, 
assistors  were  still  only  Eible  to  answer  20  percent  of  taxpayers'  telephone 
calls.' 

Also,  even  when  a  taxpayer  reaches  ms,  assistors  do  not  always  have  easy 
access  to  the  information  needed  to  resolve  taxpayers'  problems.  As  a 
result,  the  assistor  may  have  to  either  (1)  refer  the  taxpayer  to  another 
office,  (2)  research  the  problem  and  call  the  taxpayer  back,  or  (3)  tell  the 
taxpayer  to  call  back  later. 

iRs'  strategy  for  improving  customer  service  includes  consoUdating  work 
units,  changing  work  processes,  and  increasing  the  use  of  or  implementing 
new  information  systems.  For  instance: 

irs"  customer  service  vision  calls  for  consolidating  the  work  of  different 
functional  areas  that  do  not  have  face-to-face  interaction  with  taxpayers. 
IRS  is  making  some  progress  in  consolidating  the  work  of  70  such 
organizational  uiuts  in  44  locations  that  traditionally  have  non  face-to-face 
interaction  with  taxpayers  into  23  customer  service  centers.  This 
consolidation  effort  will  continue  through  2002.  The  consoUdated  centers 
would,  for  example,  Jibsorb  the  functions  of  toll-free  taxpayer  assistance 


^As  discussed  in  appendix  I,  IRS  measures  the  level  of  access  based  on  the  number  of  taxpayers 
assisted  divided  by  the  estimated  number  of  taxpayers  that  caJled  Through  June  1996.  IRS  statistics 
show  it  provided  a  46-percent  level  of  access  compared  to  38  percent  the  prior  year 
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sites,  which  answer  calls  about  tax  law  and  procedures,  taxpayer 
accounts,  and  notices  that  taxpayers  receive  from  ms. 
iRS'  customer  service  vision  emphasizes  use  of  the  telephone  to  interact 
with  taxpayers.  To  fulfill  this  vision,  ms  must  complete  actions  directed  at 
converting  to  telephone  much  of  the  work  now  being  done  by 
correspondence  and  at  making  it  easier  for  taxpayers  to  reach  ffis  and 
resolve  their  problems  by  telephone,  ms  is  making  some  progress  in 
(1)  extending  its  hours  of  operation,  (2)  improving  its  ability  to  route  calls 
nationwide,  (3)  increasing  the  use  of  interactive  systems,  and  (4)  reducing 
demand  for  assistance. 

iKs'  strategy  offers  promise  as  it  is  designed  to  improve  taxpayers'  ability 
to  get  assistance  from  iRS  and  to  provide  res  employees  easy  access  to 
information.  However,  iRS  must  address  several  important  managerial, 
tech;  deal,  and  human  resource  challenges  to  fully  achieve  that  vision. 
Specifically,  ms  has  to  manage  the  trar\sition  to  the  customer  service  vision 
while  continuing  to  answer  taxpayer  inquiries,  manage  taxpayer  accounts, 
and  collect  unpaid  taxes,  irs  also  has  to  determine  the  scope  of 
responsibilities  for  those  staff  employed  at  customer  service  centers  and 
provide  the  requisite  traiiung  for  that  staff,  ms  also  has  to  develop  the 
information  systems  necessary  to  support  the  accomplishment  of  its 
vision,  including  an  interactive  telephone  system  that  is  easy  for  ta]q>ayers 
to  use. 


Achieving  ms'  customer  service  and  compliance  goals  depends  in  large 
measure  on  increasing  the  use  of  and  implementing  new  information 
systems.  However,  irs  has  not  fully  defined  its  business  requirements  for 
those  systems  and  lacks  a  cost-effective  strategy  for  accessing  taxpayer 
data  that  may  be  needed  for  customer  service  and  compliance. 

Also,  ms'  primary  taxpayer  account  database  that  is  used  for  assisting 
taxpayers — the  Integrated  Data  Retrieval  System  (idrs) —  was  designed  in 
the  1960s.  Until  1995,  account  information  in  idrs  was  spread  among  10 
service  centers,  and  employees  in  each  center  had  access  to  information 
on  only  a  small  percentage  of  idrs  accounts.  When  an  employee  did  not 
have  access  to  the  account  information  needed  to  respond  to  a  taxpayer's 
question,  the  employee  typically  wrote  down  the  question  and  mailed  it  to 
the  location  that  had  access  to  the  information.  Then,  that  office  would 
respond  to  the  taxpayer's  question. 


Achieving  Customer 
Service  and  Compliance 
Goals  Depends  on  Better 
Access  to  Critical  Data 
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Elarly  in  1995,  irs  implemented  a  networking  capability  among  the  10 
service  centers  so  that  employees  could  have  access  to  idrs  data 
nationwide.  This  networking  capability  is  referred  to  as  Universal  idrs. 
Although  Universal  idrs  gives  irs  employees  access  to  taxpayer  account 
information  nationwide,  idrs  does  not  always  contain  complete 
information  on  a  taxpayer's  account  Other  information  needed  to  help  the 
taxpayer  may  reside  in  different  systems  that  are  not  linked  to  idrs. 

Making  it  easier  for  taxpayers  to  reach  ms  by  telephone  is  of  limited  value 
if  IRS  employees  on  the  otlier  end  of  the  line  do  not  have  access  to  the  data 
needed  to  help  the  taxpayers,  which  has  been  a  long-standing  problem  in 
IRS.  irs  eventually  intends  to  provide  its  employees  with  access  to  greater 
amounts  of  on-line  taxpayer  data  in  shorter  time  frames  than  current 
systems  can  provide. 

Another  m^jor  goal  of  ms'  vision  is  to  increase  compliance.  Achieving  this 
goal  hinges  on  the  ability  of  enforcement  staff  to  readily  access  good  data. 
For  example,  as  we  discussed  in  recent  testimony  on  Ks'  debt  collection 
practices,  existing  iRS  computer  systems  do  not  provide  ready  access  to 
needed  information  and,  consequently,  do  not  adequately  support  modem 
work  processes.'  Access  to  current  and  accurate  information  on  tax  debts 
is  essential  if  ms  is  to  enhance  the  effectiveness  of  its  collection  tools  and 
programs  to  prevent  taxpayers  from  becoming  delinquent  in  the  first 
place. 

Although  technology  plays  a  key  role  in  helping  an  organization  collect 
good  data  and  make  it  readily  accessible  to  employees,  it  is  critical  that  the 
organization  first  determine  what  data  it  needs,  irs  has  not  yet  identified 
all  of  the  data  that  enforcement  staff  need  to  do  their  job. 

IRS  currently  captures  about  40  percent  of  the  data  provided  by  taxpayers 
on  their  individual  income  tax  returns.  iRS'  intent,  as  part  of  modernization, 
was  to  capture  either  through  electronic  submission  or  imaging, 
100  percent  of  the  data.  However,  as  part  of  the  tsm  reassessment  effort, 
IRS  has  decided  that  it  will  continue  c^turing  about  40  percent  of  the 
individual  income  tax  return  data  for  at  least  the  next  5  years,  with  the 
intent  of  moving  to  100  percent  later.  If  iRS  is  going  to  continue  capturing 
40  percent  of  the  tax  return  data,  it  is  critical  that  it  capture  the  right 
40  percent,  irs  does  not  now  know  if  it  is  capturing  the  right  data. 


Tax  Administration:  IRS  Tax  Debt  Collection  Practices  (GAO/r-GGI>^ 1 12,  April  26.  1996) 
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It  is  also  important  thsit  any  data  irs  captures,  whether  40  percent  or 
100  percent  of  the  universe,  be  easily  accessed  by  staff  who  need  it  In  that 
regard,  iRS  officials  told  us  that  enforcement  stafT  are  not  able  to  readily 
access  the  data  that  iRS  is  now  capturing. 


TSM  Projects  and 
Reengineering  Efforts 
Must  Be  Integrated 


One  of  the  managerial  weaknesses  discussed  in  our  July  1995  report  on 
TSM  that  has  significant  programmatic  implications  was  a  lack  of 
integration  of  iRs'  reengineering  efforts  and  tsm  projects.  Specifically,  we 
said  that  ms'  business  reengineering  efforts  were  not  tied  to  its  tsm 
projects  and  that  irs  lacked  a  comprehensive  plan  and  schedule  defining 
how  and  when  to  integrate  these  business  reengineering  efforts  with 
ongoing  tsm  projects. 

We  continue  to  question  iRs'  ability  to  make  sound  investment  decisions  on 
TSM  until  the  reengineering  of  important  processes  is  sufficiently  complete. 
Reengineering  could  result  in  new  business  requirements  that  are  not 
addressed  by  planned  tsm  projects  or  that  make  those  projects  obsolete. 

For  example,  ms'  strategy  for  returns  processing  needs  to  be  based  on  a 
clear  definition  of  its  downstream  business  requirements  for  customer 
service  and  compliance,  and  on  an  analysis  of  the  cost  and  benefits  of 
meeting  those  requirements.  TTiese  requirements  may  evolve  from  the 
different  scenarios  that  ms  is  currently  considering  as  a  part  of  its 
reengineering  efforts.  Until  such  an  alternatives  analysis  of  the  business 
requirements  is  completed,  ms  has  no  assurance  that  its  technology 
investments  for  submission  processing  are  sound. 


Developing  the 
Capacity  to  Make 
Sound  Technology 
Investments 


Successfully  achieving  ms'  business  goals — reducing  the  volimie  of  paper 
returns,  better  serving  customers,  and  improving  compliance — will  depend 
heavily  on  investing  in  information  technology.  Consequently,  ms  needs  to 
effectively  manage  information  technology  investments  by  using  the  best 
practices  of  leading  organizations  and  the  provisions  of  the  Information 
Technology  Management  Reform  Act  of  1996  and  the  Paperwork 
Reduction  Act  of  1995,  as  amended. 


Despite  the  billions  of  dollars  at  stake,  ms  information  systems  are  not  yet 
managed  as  investments,  and  strategic  information  management  practices 
are  not  fully  in  place.  To  overcome  this,  and  provide  the  Congress  with 
insight  needed  to  assess  iRs'  priorities  and  rationalization  for  tsm  projects, 
we  recommended  that  the  irs  Commissioner  take  immediate  action  to 
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impleinent  a  complete  process  for  selecting,  prioritizing,  controlling,  and 
evaluating  the  progress  and  performance  of  all  m^or  information  systems 
investments,  both  new  and  ongoing,  including  explicit  decision  criteria, 
and  using  these  criteria,  to  review  all  planned  and  ongoing  systems 
investments  by  June  30,  1995. 

IRS  has  taken  positive  steps  that  indicate  a  willingness  to  address  the 
strategic  information  management  problems  we  have  raised.  iRS  has,  for 
example,  created  the  executive-level  Investment  Review  Board  for 
selecting,  controlling,  and  evalujiting  all  of  ms'  information  technology 
investments;  developed  the  Business  Case  Handbook  that  includes 
decision  criteria  on  costs,  benefits,  and  risks;  and  developed  the 
Investment  Evaluation  Review  Handbook  designed  to  assess  projected 
costs  and  benefits  against  actual  results. 

But,  as  noted  in  Treasury's  report  on  tsm,  the  investment  process  is  not  yet 
complete.  According  to  Treasury,  it  was  missing  (1)  specific  operating 
procedures,  (2)  defined  reporting  relationships  between  different 
management  boards  and  committees,  and  (3)  updated  business  cases  for 
m^or  TSM  technology  investments.  Our  own  analysis  shows  serious 
weaknesses,  such  as  inadequate  data,  an  incomplete  portfolio,  and  the 
lack  of  an  effective  investment  evaluation  review  process. 

These  concerns  coincide  with  two  central  criticisms  we  have  repeatedly 
made  about  tsm.  Because  of  the  sheer  size,  scope,  and  complexity  of  tsm,  it 
is  imperative  that  iRS  institutionalize  a  repeatable  process  for  selecting, 
controlling,  and  evaluating  its  technology  investments,  and  that  it  make 
informed  investment  decisions  based  on  reUable  qualitative  and 
quantitative  assessments  of  costs,  benefits,  and  risks.  Although  irs  is 
planning  and  is  in  the  initial  stages  of  implementing  parts  of  such  a 
process,  a  complete,  fully-integrated  process  does  not  yet  exist. 
Specifically,  iRS  has  not  provided  us  evidence  to  justify  its  claims  that  its 
decisions  were  supported  by  acceptable  data  on  project  costs,  benefits, 
and  risks. 

To  help  ensure  that  agencies  such  as  irs  have  the  capacity  to  manage 
information  technology  as  an  investment,  the  Information  Technology 
Management  Reform  Act  of  1996  establishes  a  fi-amework  for  improving 
the  capital  planning  and  control  of  investments  in  information  technology. 
Under  the  act,  agencies  are  to  design  and  implement  a  process  for 
mj-dmizing  the  value  and  assessing  and  managing  the  risks  of  information 
technology  acquisitions  and  use  the  process  to  select,  control,  and 
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evaluate  agency  infonnadon  technology  investments.  Much  more  effort 
will  be  required  by  irs  in  order  to  fully  meet  this  standard. 


Building  a  Technical 
Foundation  for  TSM 


Once  investment  decisions  are  made,  the  activities  of  transforming  these 
ideas  into  successfully  developed  and  operated  systems  requires  following 
good  business  practices.  Our  work  has  identified  weaknesses  in  these 
activities,  and  iRS'  serious  technical  weaknesses  continue  to  impede 
successful  systems  modernization.  iRS  has  initiated  a  number  of  actions  to 
address  these  weaknesses  but  additional  measures  are  necessary  to 
correct  them  and,  in  the  interim,  to  mitigate  the  risks  associated  with 
ongoing  ttai  spending. 


Software  Development 
Activities  Are  Inconsistent 
and  Poorly  Controlled 


Unless  IRS  improves  its  software  development  capability,  it  is  unlikely  to 
build  TSM  timely  or  economically,  and  systems  are  unlikely  to  perform  as 
intended.  iRS  said  it  is  committed  to  developing  consistent  procedures 
addressing  requirements  management,  software  quality  assurance, 
software  configuration  management,  and  project  planning  and  tracking.  It 
also  said  that  it  was  developing  a  comprehensive  measurement  plan  to  link 
process  outputs  to  external  requirements,  corporate  goals,  and  recognized 
industry  standards. 

IRS  has  begxin  to  improve  its  software  development  capability,  but  these 
actions  are  not  yet  complete  or  institutionalized,  and,  as  a  result,  systems 
are  still  being  developed  without  the  disciphned  practices  and  metrics 
needed  to  give  msuiagement  assurance  that  they  will  perform  as  intended. 
Providing  this  assurance  will  require  iRS  to: 

have  disciplined  processes  in  place  to  ensure  that  all  contractors  are 

performing  at  least  at  cmm  Level  2;* 

develop  a  schedule  for  conducting  software  capability  evaluations; 

complete  procedures  for  requirements  management,  software  quality 

assurance,  software  configuration  management,  and  project  planning  and 

tracking;  and 

complete  a  set  of  metrics  and  a  schedule  for  institutionalizing  the  process 

needed  to  ensure  its  use. 


*The  Software  Engineering  Institute  at  Camegie  Mellon  University  has  developed  a  model,  the 
Software  Capability  Maturity  Model  (CMM),  to  evaluate  an  organization's  software  development 
capability  CMM  Level  2  denotes  that  basic  project  management  processes  are  established  to  ti^ck 
cost,  schedule,  and  functionality  and  the  necessary  process  discipline  is  In  place  to  repeal  earlier 
ti  similar  projects. 
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Systems  Architectures, 
Integration,  and  Testing 
Are  Incomplete 


iRs'  systems  architectures,*  integration  planning,  and  system  testing  and 
test  planning  are  incomplete,  res  said  that  it  was  identifying  the  necessary 
actions  to  define  and  enforce  systems  development  standards  and 
architectures  agencywide.  Although  ms  has  taken  actions  to  prepare  a 
systems  architecture  and  improve  its  integration  and  system  testing  and 
test  plaiming,  these  efforts  are  not  yet  complete  or  institutionalized. 


As  a  result,  tsm  systems  continue  to  be  developed  without  the  detailed 
architectures  and  discipline  needed  to  ensure  success.  To  provide  these 
architectures  and  discipline,  iRS  must,  for  example: 

complete  its  integrated  systems  architecture  (the  "blueprints"  of  tsm); 

bring  its  development,  acceptance,  and  production  environments  under 

configuration  management  control; 

include  selected  security  methods  and  techniques  in  its  security  concept  of 

operations  document; 

develop  a  detailed  disaster  recovery  and  contingency  plan  needed  to 

provide  useful  guidance  in  emergencies; 

include  in  its  test  and  evaluation  master  plan  descriptions  of  (1)  the 

security  testing  that  should  be  performed  and  how  these  tests  should  be 

conducted  and  (2)  the  responsibilities  and  processes  for  documenting, 

monitoring,  and  correcting  testing  and  integration  errors;  and 

complete  plans  for  its  integration  testing  and  control  facility  and  ensure 

that  the  permanent  facility  simulates  the  complete  production 

environment 


No  Single  IRS  Entity 
Controls  All  Information 
Systems  Efforts 


IRS  has  not  yet  established  an  effective  organizational  structure  to 
consistently  manage  and  control  systems  modernization  organizationwide. 
IRS  has  made  improvements  in  consoUdating  management  control  over 
systems  development.  For  example,  in  September  1995,  the  Associate 
Commissioner  for  Modernization  assumed  responsibility  for  the 
formulation,  allocation,  and  management  of  all  information  systems 
resources  for  both  tsm  and  non-TSM  expenditures. 


However,  the  Associate  Commissioner  still  does  not  have  control  over  all 
IRS  systems  development  activities.  Specifically,  systems  development 
conducted  by  the  research  and  development  division  has  now  been 
redefined  as  technology  research,  keeping  it  from  the  control  of  the 


*A  system  architecture  is  an  evolving  description  of  an  approach  to  achieving  a  desired  r 
descrit>e3  ( i )  all  functional  activities  to  be  performed  to  achieve  tJie  desired  mission.  ( 2)  the  system 
elements  needed  to  perform  the  functions,  (3)  the  designation  of  perfonnance  levels  of  those  system 
elements,  and  (4)  the  technologies,  interfaces,  and  location  of  funcbons. 
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Associate  Conunissioner.  We  continue  to  believe  that  it  is  critical  for  iRS  to 
establish  an  organizationwide  focus  to  manage  and  control  all  new 
modernization  systems  and  all  upgrades  and  replacements  of  operational 
systems  throughout  ms. 


Plans  Must  Be  Defined  and 
CE^abilities  Strengthened 
Before  Obtaining 
Additional  Contractor 
Support 


By  increasing  its  reliance  on  contractors,  ms  expects  to  improve  the 
accountability  for  and  probability  of  tsm  success,  ms  has  outlined  a 
three-track  sipproach  for  transitioning  over  a  period  of  2  years  to  the  use  of 
a  "prime"  contractor  that  would  have,  according  to  iRS,  overall  authority 
and  responsibility  for  the  development,  delivery,  and  deployment  of 
modernized  information  systems. 

To  facilitate  this  strategy,  ms  reported  that  it  would  consolidate  the 
management  of  all  tsm  resources,  including  key  tsm  contractors,  in  its 
Government  Program  Management  OfBce  (gpmo).  Under  the  direct  control 
of  the  Chief  Information  Officer,  the  gpmo  will  be  delegated  authority  for 
the  management  and  control  of  the  iRS  staff  and  contractors  that  plan, 
design,  develop,  test,  and  implement  tsm  components. 

ms'  approach  to  expanding  the  use  of  contractors  to  build  tsm  is  still  in  the 
early  planning  stages.  Because  of  this,  ms  was  unable  to  provide  us  with 
formal  plans,  charters,  schedules  or  the  definitions  of  shared 
responsibilities  between  the  gpmo  and  the  existing  program  and  project 
management  staff. 

Consequently,  at  this  point,  it  is  unclear  what  these  ms  plans  entail,  or  Low 
they  will  work.  However,  lis'  approach  for  expanding  the  use  of 
contractors  must,  for  example: 

specify  how  and  when  it  plans  to  transfer  its  development  activities  to 

contractors,  and  to  what  extent  contractors  could  be  held  re^onsible  for 

existing  problems  in  these  government-initiated  systems; 

clarify  how  the  "prime"  contractor  would  direct  potential  competitors  that 

are  already  under  contract  with  ms;  and 

include  a  schedule  for  transitioning  specific  responsibilities  fi:om  ms  to 

contractors. 

F\irther,  plans  to  use  additional  contractors  will  succeed  if,  and  only  if,  ms 
has  the  in-house  capabilities  to  manage  these  contractors  effectively. 
Unless  ms  has  mature,  disciplined  processes  for  acquiring  software 
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systems  through  contractors,  it  will  be  no  more  successful  in  buying 
software  than  it  has  been  In  building  software. 


Addressing  Serious 
Financial 
Management 
Problems 


As  part  of  a  pilot  program  under  the  Chief  Financial  Officers  (cfo)  Act  of 
1990,  IRS  began  preparing  annual  fiiumcial  statements  showing  the  results 
of  its  operations  starting  with  those  for  fiscal  year  1992.  cfo  Act 
implementation  has  (1)  led  to  iRS  top  managers  having  a  much  better 
understandmg  than  ever  before  of  iRs'  serious  and  pervasive  accounting 
and  reporting  problems,  (2)  provided  information  on  the  magnitude  of  iRS' 
tax  receivables  collection  problems,  and  (3)  identified  the  need  for 
stronger  controls  over  such  areas  as  payroll  operations.  The  CPO  Act's 
requirements  also  have  provided  the  impetus  for  efforts  to  improve  ms 
operations  and  address  the  substantial  problems  identified  by  our  financijil 
audits. 


However,  we  have  been  unable  to  express  an  opiiuon  on  the  reliabihty  of 
iRS'  financial  statements  for  any  of  the  4  fiscal  years  fi-om  1992  through 
1995.'°  We  identified  fundamental,  persistent  problems  that  remained 
uncorrected  and,  until  they  are  resolved,  will  continue  to  prevent  us  fi-om 
expressing  an  opinion  on  ms'  financial  statements  in  the  fiiture. 

IRS  worked  to  resolve  these  issues  during  our  fiscal  year  1995  financial 
statement  audit  and  progress  was  made,  but  many  of  ms'  efforts  were 
incomplete  at  the  conclusion  of  the  audit  ms  is  continuing  these  efforts, 
which  are  being  done  cooperatively  with  gag.  Since  we  testified  before  the 
Committee  on  June  6,  1996,  ms  and  GAO  have  worked  to  further  develop  a 
plan  and  strategies  for  addressing  the  m^or  weaknesses  preventing  ms 
from  receiving  an  opinion  on  its  financial  statements.  The  following 
paragraphs  discuss  irs'  five  m^or  uncorrected  financial  management 
problems  and  short-term  plans  for  resolving  them. 

First,  the  amounts  of  total  revenue  (reported  to  be  $1.4  trillion  for  fiscal 
year  1995)  and  tax  refunds  (reported  to  be  $122  billion  for  fiscal  year 
1995)  cannot  be  verified  or  reconciled  to  accounting  records  maintained 
for  individual  taxpayers  in  the  eiggregate.  Second,  the  amounts  reported 
for  various  types  of  taxes  collected  (social  security,  income,  and  excise 
taxes,  for  example)  cannot  be  substantiated.  As  a  short-term  resolution  for 


"Tinimcial  Audit  Examination  of  ffiS'  Fiscal  Year  199B  Financia]  Statements  (GAO/AlMD-96-101, 
July  1 1 ,  19%);  Financial  Audit  Examination  of  IRS'  Fiscal  Year  1994  Financial  Slatemenla 
(GAO/AIMD-96-141.  Auj^ist  4.  1996);  Fina/icial  Audit  Examination  of  IKS'  FL-K-al  Yyai  )9&3  Financial 
Stalemenls  (OAO/AIMrv94-120.  June  16.  1994).  and  Financial  AudirExaminaUnn  of  iRS'  Fiscal  Year 
1992  Financial  Slatements  (GAO/AIMD-93-2,  June  30, 1993). 
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these  two  issues,  ms  has  developed  software  programs  that  it  believes  will 
capture,  from  its  revenue  financial  management  system,  the  detailed 
revenue  and  refund  transactions  that  would  support  reported  amounts  in 
its  future  financial  statements  until  longer  term  system  fixes  can  be  made 
to  achieve  more  reliable  reporting  of  these  amounts.  In  addition,  iRS  plans 
call  for  completing  documentation  of  its  revenue  financial  management 
system,  which  is  critical  to  aid  in  identifying  better  interim  solutions  for 
reporting  revenues  and  refunds  and  provide  better  insights  on  the  longer 
term  system  fixes  needed  to  enable  ffis  to  readily  and  reliably  provide  the 
underlying  support  for  its  reported  revenue  and  refund  amounts. 

Third,  the  reliability  of  reported  estimates  for  fiscal  year  1995  of 
$113  billion  for  valid  accounts  receivable  and  of  $46  billion  for  collectible 
accounts  receivable  cannot  be  determined,  ms  initially  plans  to  continue 
efforts  to  determine  a  means  of  using  its  current  revenue  financial 
management  system's  coding  to  identify  its  accounts  receivables,  ms' 
efforts  are  focused  on  correcting  known  current  coding  errors  through 
reviewing  100  percent  of  all  receivables  over  $10  miUion.  In  addition,  ffiS 
plans  to  ensure  more  accurate  input  and  processing  of  transactions  that 
underpin  accounts  receivables  by  intensifying  training  efforts  and 
improving  internal  control  policies  and  procedures. 

Fourth,  a  significant  portion  of  res'  reported  $3  billion  in  nonpayroll 
operating  expenses  catmot  be  verified,  res  believes  the  core  issue  for 
correcting  its  receipt  and  acceptance  problems  relate  to  properly 
accounting  for  transactions  with  other  federal  agencies,  res,  gag,  and  a 
contractor  are  working  together  to  determine  the  root  causes  of  and 
develop  solutions  to  the  issue. 

Fifth,  the  amounts  irs  reported  as  appropriations  available  for  expenditure 
for  operations  cannot  be  reconciled  fully  with  Treasury's  central 
accounting  records  showing  these  amounts,  and  hundreds  of  millions  of 
dollars  in  differences  have  been  identified,  ms  believes  that  it  has 
completed  the  reconciliation  of  its  Fund  Balance  with  Treasury  accounts 
except  for  ms'  suspense  accounts  that  contained  reconciling  items  that 
were  more  than  6  months  old.  However,  IBS  is  still  in  the  process  of  making 
the  necessary  a4justments  required  to  its  general  ledger  and  the  related 
Treasury  records  to  complete  this  effort  We  plan  to  review  ms' 
reconciliation  of  outstanding  differences  and  verify  the  accuracy  of 
adjustments  as  they  are  made. 
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It  will  be  essential  for  irs  to  now  follow  through  and  ensure  that  its 
planned  short-term,  interim  actions  are  completed  on  schedule  to  improve 
the  reliability  of  iRS'  financial  statements.  We  will  continue  to  work  with 
IRS  in  doing  so.  Additionally,  some  of  ffis'  corrective  actions  are  longer  term 
and  involve  reprogramming  software  for  ms'  antiquated  systems  and 
developing  new  systems. 


Providing  Effective 
Oversight  to  Ensure 
Corrective  Actions 
Are  Promptly  and 
Fully  Completed 


The  recommendations  we  have  outlined  provide  a  road  m^  for  bringing 
greatly  strengthened  management  to  ms'  operations,  ms  needs  to  fully 
implement  these  actions  in  order  to  fulfill  any  business  strategy  it  and  the 
Congress  decide  upon  to  provide  efBcient  and  effective  taxpayer  services 
into  the  next  centxuy.  But,  bringing  these  actions  to  fruition  and  making 
financial  and  information  management  improvements  a  reality,  will  require 
intense  follow  through  and  sustained  oversight  by  ms  top  management. 
Treasury,  omb,  and  the  Congress.  This  will  be  especially  important,  as  we 
have  not  always  observed  the  close  oversight  and  strong  follow  through 
within  the  Executive  Branch  that  it  will  take  to  overcome  the  substantial 
problems  ms  has  experienced  in  effectively  carrying  out  its  business 
vision,  successfully  developing  tsm,  and  obtaining  an  opinion  on  its 
financial  statements. 


Foremost,  ms  and  Treasury  must  concentrate  on  the  specific  actioiu  w, 
have  outlined.  We  are  encouraged  that  Treasury  is  taking  a  more  active 
role  in  overseeing  ms'  efforts  to  improve  its  business  operations.  A  joint 
Treasury-iRS  Modernization  Management  Board,  chaired  by  the  Deputy 
Secretary  of  the  Treasury,  has  been  established  as  the  primary  review  and 
decision  body  for  modernization  and  tsm  policy  and  strategic  direction. 
The  Board  will  review  ms'  strategic  plans,  investment  decisions,  and 
progress  against  implementation  plans. 

The  eight-member  board  includes  (1)  from  Treasury,  the  Assistant 
Secretary  for  Manaigement  and  CFX),  the  Assistant  Secretary  (Tax  Policy), 
the  Deputy  Assistant  Secretary  (Departmental  Finance  and  Management), 
and  the  Deputy  Assistant  Secretary  (Information  Systems)  and  (2)  from 
IRS,  the  Commissioner,  the  Deputy  Commissioner,  the  Associate 
Commissioner  for  Modernization,  and  the  Chief  Information  Officer. 
Advisory  Board  members  include  the  Treasury  Inspector  General  and  the 
IRS  Chief  of  Taxpayer  Service/CompUance  and  the  iRS  Chief  Management 
and  Administration.  For  the  Board  to  succeed,  it  will  be  essential  for  it  to 
have  independent  sources  of  information  on  iRS'  efforts  and  progress  to 
effectively  oversee  and  track  the  cost  and  schedule  of  all  tsm  projects. 
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For  its  part,  omb  should  emphasize  reviewing,  ir»  particular,  the  investment 
of  the  billions  of  dollars  that  the  govenunent  will  spend  in  developing  tsm, 
the  use  of  technology  in  irs'  changing  business  environment,  and  the  steps 
IRS  plans  to  take  to  improve  its  financial  management  The  CFX)  Act  and  the 
Information  Technology  Management  Reform  Act  give  omb  important 
leadership  responsibilities  in  these  areas.  In  this  regard,  for  example,  the 
Director  of  omb  is  responsible  for  ( 1 )  promoting  and  directing  that  federal 
agencies  establish  capital  planning  processes  for  information  technology 
investment  decisions,  (2)  evaluating  the  results  of  those  investments,  and 
(3)  enforcing  accountability  for  them  through  the  budget  process. 

The  Congress  has  established  the  following  legislative  firamework  that 
provides  the  structure  necessary  to  help  iRS  achieve  better  fii\ancial  and 
information  management  and  measure  the  results  of  implementing  its 
business  vision. 

The  CFG  Act  provides  the  underpiiming  for  identifying  and  correcting 

financial  management  weaknesses  and  reliably  reporting  on  the  results  of 

irs'  financial  operations. 

The  Government  Performance  and  Results  Act  emphasizes  managing  for 

results  and  pinpointing  opportunities  for  improved  performance  and 

increased  accountability. 

Title  V  of  the  Federal  Acquisition  Streamlining  Act  of  1994  requires  agency 

heads  to  define  costs,  schedules,  and  performance  goals  for  m^or 

acquisition  programs,  including  ii^ormation  technology,  and  for 

moiutonng  the  acquisitions  and  taking  appropriate  corrective  actions 

when  necessary. 

The  Paperwork  Reduction  Act  of  1995,  as  amended,  and  the  Information 

Technology  Management  Reform  Act  of  1996  (1)  explicitly  focus  the 

appUcation  of  information  resources  on  supporting  agency  missions  and 

improving  agency  performance  and  (2)  set  forth  requirements  for 

improving  the  efficiency  and  effectiveness  of  operations  and  the  dehvery 

of  services  to  the  public  through  an  effective  use  of  information 

technology. 

These  laws  also  provide  a  basis  for  the  Congress  to  hold  iRS  accountable 
for  resolving  the  weaknesses  and  taking  the  actions  we  have  discussed.  In 
this  regard,  the  Committee's  recent  hearings  on  these  matters  have 
brought  greater  attention  to  the  consequence  of  continued  delays  in 
solving  irs'  management  problems.  We  encourage  this  Committee,  and 
other  congressional  oversight  and  {qapropriations  committees,  to  use  these 
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management  statutes  to  help  focus  on  the  progress  ms  is  making  to  correct 
these  important  issues. 


Role  of  the  New 
Commission  on 
Restructuring  IRS 


In  the  impropriations  act  providing  funds  for  ms  for  fiscal  year  1996,  the 
Congress  established  the  National  Commission  on  Restructuring  the 
Interna]  Revenue  Service  and  gave  the  Commission  a  brostd,  sweeping 
charter.  It  is  charged  with  reviewing: 

present  irs  practices,  especially  its  organizational  structure,  paper  and 
return  processing  activities,  infiastructure,  and  collection  process; 
what  is  required  for  improvements  in  (1)  making  returns  processing 
"paf)erless,"  (2)  modernizing  ms  operations,  (3)  improving  the  collections 
process  without  m^or  increases  in  personnel  or  funding,  (4)  improving 
taxpayer  accounts  management,  (5)  improving  accuracy  of  information 
requested  by  taxpayers  in  order  to  file  returns,  and  (6)  changing  the 
culture  of  ms  to  make  it  more  efficient,  productive,  and  customer  oriented; 
whether  US  could  be  replaced  with  a  quasi-governmental  organization  with 
tangible  incentives  for  managing  its  programs  and  activities,  and  for 
modernizing  its  activities;  and 

whether  irs  could  perform  other  collection,  information,  and  financial 
service  functions  of  the  federal  government. 

The  Commission's  17  members  were  appointed  by  congressional  leaders 
and  the  President  in  May  1996.  Cochairing  the  Commission  are  Senator 
Bob  Kerrey  and  Representative  Rob  Portman. 

The  Congress  provided  $1  million  in  direct  fimding  for  the  Commisaon  to 
examine  irs'  organization  and  identify  and  recommend  actions  to  expedite 
the  implementation  of  tsm  and  improve  service  to  taxpayers.  We  will  work 
with  the  Commission  as  it  addresses  these  areas  and  explores  alternatives 
to  as'  organization,  activities,  infirastructure,  and  processes.  The 
Commission's  report,  which  is  to  be  completed  1  year  after  its  first 
meeting,  should  provide  the  Congress  a  current  in-depth,  comprehensive 
look  at  operations  and  management  structures  across  ms  and  fresh 
insists  for  resolving  irs'  persistent  uncorrected  financial  and  information 
management  problems. 

Through  the  Commission,  the  Congress  has  created  an  excellent 
opportunity  to  bring  about  long-term,  fundamental  organizational  and 
management  changes  at  irs.  The  Commission's  work  could  help  provide 
the  added  impetus  necessaiy  to  (1)  develop  an  effective  implementation 
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strategy  for  IRS'  business  vision,  (2)  manage  infotmation  systems  as 
investments,  (3)  build  a  strong  technical  foundation  for  tsm,  and  (4)  ensure 
the  reliability  of  financial  information  and  systems. 


Agency  Comments 
and  Our  Evaluation 


In  commenting  on  a  draft  of  this  report,  ms  provided  information  on  its 
efforts  to  address  problems  with  tsm,  customer  service,  and  financial 
management  For  tsm,  ms  said  it  (1)  was  continuing  to  refine  its  investment 
review  process  and  had  made  substantial  progress  in  updating  the 
business  cases  for  tsm  projects,  (2)  had  initiated  the  tax  settlement 
reengineering  project  to  further  reduce  the  volimie  of  paper  transactions, 
(3)  would  continue  work  on  the  systems  life  cycle  and  was  developing  a 
schedule  for  completing  the  tsm  architecture,  (4)  was  establishing  the 
GPMO  which  will  be  responsible  for  directing  and  monitoring  the  activities 
of  all  modernization  contractors,  and  (5)  would  deliver  a  revised  strategic 
plan  to  the  Congress  and  omb  by  September  30,  1997.  In  addition,  irs 
described  the  status  of  actions  underway  to  resolve  deficiencies  in  its 
financial  management  systems.  iRS  reaffirmed  its  commitment  to  ensuring 
the  integrity  of  its  financial  data,  ms'  response  to  the  report,  along  with  our 
comments,  is  in  s^pendix  I. 


An  OMB  representative  agreed  with  the  overall  content  of  the  report,  adding 
that  it  provided  a  good  summary  of  ms'  progress  and  problems  with  tsm, 
customer  service,  and  financial  management. 


We  are  sending  copies  of  this  report  to  the  Chairmen  and  Ranldng 
Minority  Members  of  (1)  the  Senate  and  House  Committees  on  the  Budget, 
(2)  the  Subcommittee  on  Taxation  and  iRS  Oversight,  Senate  Committee  on 
Finance,  (3)  the  Subcommittee  on  Oversight,  House  Committee  on  Ways 
and  Means,  and  (4)  the  House  Committee  on  Government  Reform  and 
Oversight.  We  are  also  sending  copies  to  the  Director  of  the  Office  of 
Management  and  Budget,  the  Secretary  of  the  Treasury,  and  the 
Commissioner  of  Internal  Revenue.  Copies  will  be  available  to  others  upon 
request 

The  work  that  was  the  basis  for  this  report  was  performed  under  the 
direction  of  Lynda  D.  Willis,  Director,  Tax  Policy  and  Administration  of  the 
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General  Govenunent  Division  who  can  be  reached  at  (202)  612-8633; 
Dr.  Rona  B.  Stillman,  Chief  Scientist  for  Computers  and 
Telecommunications,  Accounting  and  Information  Management  Division, 
who  can  be  reached  at  (202)  512-6412;  and  Gregory  M.  Holloway,  Director, 
Govemmentwide  Audits,  Accounting  and  Information  Management 
Division,  who  can  be  reached  at  (202)  512-9510. 


GeneL  Dodaro 

Assistant  Comptroller  General 
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Comments  From  the  Internal  Revenue 
Service 


Note:  GAO  comments 
supplementing  those  in  the 
report  text  appear  at  the 
end  of  this  appendix. 


© 


DEPARTMENT  OF  THE  TREASURY 


August  16. 1996 


Mr.  Gene  L,  Dodaro 

Assistant  Comptroller  General 

United  States  General  Accounting  Office 

441  G  Street,  N.W. 

Washington.  DC  2054d 

Dear  Gene: 

We  appreciate  the  opportunity  to  comnf>ent  on  the  General  Accounting  Office 
draft  report,  Business  Operations  Need  to  Continue  Improving.  As  you  indicated,  the 
draft  report  draws  heavily  from  prior  GAO  reports  and  testimonies  and  does  not  contain 
any  new  recommendations.  However,  we  would  like  to  make  the  following  comments 
regarding  the  Tax  Systems  Modernization  Program,  customer  service  and  our  financial 
management  activities. 

Tax  Syatema  Mod*ml2atlon 

The  Secretary's  May  1996  Progress  Report  on  IRS'  Management  and 
Implementation  of  Tax  System  Modernization  provides  evidence  of  the  important 
changes  that  are  underway  at  the  Internal  Revenue  Service  to  improve  our 
management  of  the  TSM  Program   The  Secretary's  report  demonstrates  thai  the  IRS 
has  taken  the  concerns  raised  atx)ul  the  TSM  Program  very  seriously  and  that  we  are 
taking  aggressive  steps  to  address  the  weaknesses  that  have  been  Identified. 

Since  issuance  of  the  Secretary's  report,  the  Associate  Commissioner  for 
Modernization  has  monitored  the  status  of  our  ongoing  improvements  to  ensure  that  the 
IRS  fulfills  its  commitments  to  Congress  and  fully  addresses  the  concerns  t^at  have 
been  raised  by  GAO.  Additional  progress  has  been  made  in  several  critical  areas 
Including: 

•  Investment  Review  Process:  We  are  continuing  to  refine  our  investment  review 

process  and  have  made  substantial  progress  in  updating  the  business  cases  for 
TSM  projects    The  Investment  Review  Board  has  reviewed  the  first  series  of 
business  cases  and  approved  the  business  cases  for  Customer 
Servk:e/Integrated  Case  Processing,  Integrated  Collection  System,  Compliance 
Research  Infonnation  System,  Service  Center  Replacement  System 
Consolidation,  TeleFtle  and  Automated  Setf-Service  Applicatwns.  The  remaining 
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business  cases  are  scheduled  for  completion  In  September  In  addition,  we 
have  completed  lour  investment  evaluation  reviews  during  1996  and  are  on 
schedule  to  complete  two  additional  reviews  by  the  end  of  the  fiscal  year 

•  Electronic  Ccmmerce/Tax  Settlement  Reengineedng:  We  have  initiated  the  Tax 
Settlerr>enl  Reengineering  project  to  furttier  reduce  the  volume  of  paper 
transactions  handled  by  ttie  IRS  The  Reengineering  effort  Is  maWng  progress  in 
documenting  current  work  processes,  designing  future  processes  and  linldng 
reenglneenng  efforts  to  Modernization  initiatives.  We  also  have  estat>ll8hed  an 
executive  lead  tasl<  force  to  develop  a  comprehensive  business  strategy  for  all 
aspects  of  electronic  commerce  including  filings  and  payn>ents. 

•  Information  Systems:  The  Chief  Information  Officer  continues  work  on 
completing  the  Systems  Life  Cyde  and  is  developing  a  sctwdule  for  completion 
of  the  TSM  architecture    In  addition,  wori<  continues  on  Implementing  contractor 
Capability  Maturity  Model  reviews,  establishing  software  development  metncs, 
establishing  the  Integration  Testing  and  Control  Center  and  assessing  the 
compliance  level  of  developmental  information  systems. 

•  Accountability  and  Responsibility:  We  are  In  the  process  of  establishing  the 
Government  Program  Management  Office  wtilch  will  be  responsfele  for  directing 
and  monitoring  the  activities  of  all  Modemization  contractors.  We  recently 
selected  the  Director  and  brought  on  board  members  of  the  Presidential 
Technology  Team  to  join  existing  IRS,  Federally  Funded  Research  and 
Development  Center  and  Integration  Support  Contract  personnel.  Additional 
actions  underway  to  strengthen  the  overall  management  of  ttie  TSM  Program 
include  reassessing  control  over  research  and  development  activities  wKtiln  the 
IRS. 

•  Strategic  Planning:  In  addition,  we  are  on  target  for  tfie  timely  delivery  of  the 
strategic  plan  to  Congress  and  the  Office  of  Management  and  Budget  t>y 
September  30. 1997.  In  preparation  for  this  submission,  we  have  worked  with 
both  the  Department  of  Treasury  and  OMB  to  improve  the  plan  through  Fiscal 
Year  2001  to  ensure  that  ttw  'equlrements  of  ttie  Government  Perfofmanee  and 
Results  Act  are  adequately  covered. 

In  addition,  we  v«lsh  to  point  out  that  the  Modemization  Management  Board 
(MMB),  which  Is  chaired  by  the  Deputy  Secretary  of  the  Treasury,  provktos  a  structure 
for  Treasury's  direct  oversight  of  the  TSM  Program.  The  MMB  will  help  to  ensure  that 
the  IRS  exercises  the  management  disciplines  and  practices  needed  to  make  our 
Modemizatk>n  plans  successful. 
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See  comment  1. 


Cuttomw  S*rvlc« 

In  your  draft  report,  you  indicated  that  the  percentage  of  taxpayer  calls  that  IRS 
assistors  answered  decreased  from  58  percent  for  the  1 9B9  filing  season  to  8  percent 
for  the  1995  filing  season.  You  further  Indicated  that  although  the  accessibility  rate 
improved  dunng  the  1996  filing  season,  assistors  were  still  only  able  to  answer  20 
percent  of  taxpayer  telephone  calls.  IRS  measures  the  level  of  access  based  on  the 
numt>er  of  taxpayers  assisted  divided  by  the  number  of  taxpayers  that  called.  Through 
June  1996,  the  IRS  provided  a  46  percertt  level  of  access  (39.7  million  calls)  in 
comparison  to  36  percent  (34.7  million  calls)  the  prior  year. 

While  46  percent  represents  a  significant  IrKrease  in  the  level  of  access 
achieved  to  date,  we  are  not  satisfied  and  are  continuir>g  to  take  aggressive  steps  to 
reduce  demand  and  increase  access  for  taxpayers.    Demand  for  assistance  was 
reduced  from  54  million  in  (he  1995  filing  season  to  46  million  in  the  1996  filing  season 
through  several  initiatives  Including  the  eliminatior  of  18  million  notices  and  the 
utilization  of  the  Internet  to  provide  information  to  taxpayers. 

Assistors  are  available  to  respond  to  taxpayer  ir>quiries  10  hours  each  business 
day.  In  addition,  beginning  In  March  1996.  many  calters  responding  to  a  notice  were 
provided  as  much  as  16  hours  access  to  our  telephone  assistors.    After  hours  callers 
continue  to  have  access  to  tax  law  and  refund  infomiation  via  TeleTax. 

You  also  state  that  even  when  the  taxpayer  reaches  the  IRS,  our  assistors  do 
not  have  easy  access  to  the  infomiatlon  needed  to  resotve  that  taxpayer's  problem. 
We  share  your  concem  about  this,  and  we  are  trying  to  answer  taxpayer  questior^s 
more  quiddy  ar>d  more  efftcientty     Last  year,  we  began  providing  nationwide  access  to 
certain  taxpayer  account  Information.  ar>d  over  this  year  and  the  last,  we  have  rolled  out 
nationwide  over  3,000  additional  computer  terminals  that  have  allowed  our  assistors  to 
access  additional  infomiatlon.  As  a  resuK,  over  the  past  year  (July  1 ,  1 995  -  June  30, 
1996.)  79  percent  o(  taxpayers'  Inquiries  on  account  issues  were  resolved  during  their 
Initial  contact  with  the  IRS. 

Rrwnclfll  Uaruigement 

The  IRS,  one  of  the  pilot  agerK:ies  to  be  audited  under  the  Chief  Rnarx;ial 
Officers  (CFO)  Act  of  1990,  has  made  progress  txit  also  faced  unexpected  challar>ges 
in  meeting  finarKial  audit  requirements.  As  you  are  aware,  prior  to  enactmer>t  of  the 
CFO  Act.  the  IRS  was  not  required  to  prepare  finar>clal  statements  or  to  have  financial 
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audits.  When  the  GAO  began  auditing  our  financial  statements  in  1992.  we  were  not 
working  with  systems  designed  to  provide  data  In  accordance  with  the  CFO  Act     Our 
revenue  and  administrative  accountirig  systems  were  desiged  many  years  ago  to 
complement  our  processing  systems. 

Since  the  CFO  Act  became  effective,  we  have  made  significant  improvements  in 
our  financial  management  systems  and  now  have  a  new  administrative  accounting 
system.  As  the  GAO  noted  in  the  most  recent  audit  report,  however,  there  are  still  two 
areas  of  concern:  recorKiling  our  administrative  cash  accoums  with  Treasury  and  the 
receipt  and  acceptance  documentation  for  some  non-payroJI  payments,  such  as  rent 
payments  to  the  General  Services  Administration  and  printing  payments  to  the 
Government  Pnnting  Office.  We  expect  to  have  these  issues  resolved  this  year.  We 
are  also  wonting  on  short-term  solutions  and  long-term  redesigns  that  will  modernize 
our  revenue  accounting  system  and  ensure  tfiat  it  provides  information  tfiat  is  needed 
for  the  financial  statement  audit.  In  addition,  we  have  an  action  plan  which  addresses 
the  59  recommendations  that  the  GAO  made  as  a  result  of  tlie  financial  statement 
audits;  17  have  been  completed  and  the  remaining  are  actively  being  addressed  in 
cooperation  with  the  GAO. 

For  example,  in  June,  the  CFO  met  for  three  days  with  GAO  representatives  to 
review  the  FY1995  audit  of  the  financial  statements  and  plan  for  the  FY  1996  audit. 
Representath/es  from  the  CFO  organization,  Taxpayer  Service.  Information  Systems, 
Treasury  IG,  Treasury  DCFO  and  the  GAO  discussed  two  broad  issues:  the 
administrative  statements  and  the  custodial  of  revenue-related  statements.  A  detailed 
action  plan  for  each  set  of  statements  was  jointly  agreed  to   We  wfH  hold  follow-up 
meetings  with  your  office  to  ensure  thai  the  FY1996  audU  stays  on  schedule  and  that 
issues  raised  are  resolved  promptly. 

One  final  point  concerns  the  perceived  relationship  between  the  financial 
statement  audits  and  the  quality  of  tax  administration.    I  and  my  IRS  colleagues  are 
quite  concerned  that  the  IRS  has  not  "passed"  its  financial  audit,  and  we  are  working 
diligently  to  gel  an  unqualified  opinion.  But  it  is  important  to  understand,  as  is  explained 
in  your  draft  report,  that  the  GAO  is  un«bls  to  reconcile  amounts  reported  in  the 
financial  statements  to  the  detailed  accounting  records.  II  does  not  mean  that  the 
money  the  IRS  is  supposed  to  be  collecting  or  spending  has  simply  disappeared  or 
somehow  been  misappmpriated.  This  has  not  oeeutTBd.  Nor  does  it  mean  thai  we  are 
doing  a  poor  job  of  tax  administration. 
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As  the  cotlector  of  over  90  per  cent  of  the  nation's  revenues,  we  ful/  understand 
that  we  have  a  special  obligation  to  taxpayers  lo  be  accountable  for  each  tax  doHar  we 
collect  and  spend    The  IRS  has  strong  systems  and  controls  to  ensure  that  taxpayers' 
individual  accounts  are  accurate    These  systems  work.  Any  comptex  system  wM 
produce  some  errors,  and  ours  does,  but  we  make  ^at  efforts  to  delect  and  correct 
them  promptly.  Our  real  challenge  is  to  alter  these  systems  lo  provWe  the  rwcessary 
data  to  meet  the  financial  requiromems  of  the  CFO  Act.  This  is  where  we  are  focusir>g 
our  efforts  to  improve  financial  management 

Sincerety, 


Margaret  Mkier  Richantaon 
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The  following  are  gao's  comments  on  the  Internal  Revenue  Service's  letter 
dated  August  26,  1996. 


p  *(")  Pnmmpnts  ^'  ^  performance  statistics  differ  from  ours  primarily  because  ms  has 

historically  measured  performance  on  taxpayer  telephone  a^istance 
differently  than  we  do.  We  included,  on  page  9,  the  performance  measure 
ms  calculated  for  the  years  ending  June  30,  1995,  and  June  30, 1996.  We  are 
currently  working  with  iRS  to  develop  an  agreement  on  the  data  to  be 
reported  in  the  future  by  gag  and  ms  for  telephone  tajqiayer  assistance. 

2.  As  discussed  on  page  17,  the  amounts  of  total  revenue  cannot  be 
verified  or  reconciled  to  accounting  records  maintained  for  indiiidual 
taxpayers  in  the  aggregate.  Thus,  ms  did  not  know  and  we  could  not 
determine  if  the  reported  amounts  were  correct  These  discrepancies 
further  reduce  our  confidence  in  the  accuracy  of  the  amoimt  of  total 
revenues  collected. 
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DEPARTMENT  OF  THE  TREASURY 

INTERNAL   REVENUE  SERVICE 
WASHINGTON.  DC    20224 

October  30,  1995 


The  Honorable  Ted  Stevens 

Chairman,  Committee  on  Governmental  Affairs 

United  States  Senate 

Washington,  D.C.  20510 

Dear  Mr.  Chairman: 

In  accordance  with  31  U.S.C.  section  720,  I  am  writing  you  concerning  actions  by 
the  Internal  Revenue  Service  (IRS)  in  response  to  the  recommendations  contained  in 
the  enclosed  report  by  the  General  Accounting  Office  (GAO)  entitled  Tax 
Administration:  IRS  Could  Do  More  To  Verify  Taxpayer  Identities  (GGD-95-148, 
August  30,  1995). 

The  GAO  report  contains  several  recommendations  geared  to  addressing  the 
processing  and  posting  of  tax  returns  in  which  the  primary  filer  does  not  provide  a  social 
security  number  (SSN)  or  provides  a  name  and  social  security  number  that  do  not 
match.  Our  June  21,  1995,  response  to  GAO  on  the  draft  of  this  report  is  included  in 
the  final  report  on  page  13.  We  agree  with  the  report  recommendations.  Listed  below 
are  the  comments  regarding  the  recommendations: 

RECOMMENDATION:    Finalize  the  CP54B  Notice  in  time  for  use  during  the 

1996  tax-filing  season 

RESPONSE:  We  agree    The  revised  CP54B  Notice  has  been  reviewed  and 
approved  by  the  Acting  Director,  Corporate  Systems  Division  for  an  operational 
date  of  January  19,1 996.  (See  enclosed  copy  of  the  response  to  the  Request 
for  Information  Services  (RIS)  TPS-5-01 14.) 

RECOMMENDATION:    Apply  the  revised  documentation  requirements  to 
taxpayers  who  filed  tax  returns  that  were  posted  to  the  Individual  Master  File 
(IMF)  invalid  segment  before  1995  and  whose  accounts  now  have  a  permanent 
refund  release  code. 

RESPONSE:  We  agree    RIS  INT-5-0008  has  been  approved  and  assigned  to 
Information  Systems  for  development  of  the  IRS  Individual  Taxpayer 
Identification  Number  (ITIN)  System.   In  that  RIS,  the  Assistant  Commissioner 
(Taxpayer  Services)  requested  that  all  inactive  accounts  on  the  invalid 
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The  Honorable  Ted  Stevens 


segment  be  removed,  effective  January  1 ,  1996.  as  is  cun-entty  done  on  the  valid 
segment  of  the  Master  File. 

The  Assistant  Commissioner  (Taxpayer  Services)  staff  has  coordinated  and 
drafted  another  RIS  to  affect  the  reversal  of  the  permanent  refund  release  code 
on  the  pre-1995  IMF  invalid  segment  accounts.  This  request  will  freeze  all 
retums  filed  with  an  invalid  SSN  during  the  1996  filing  season.  The  CP54B  will 
be  issued  to  taxpayers  to  solicit  verification  and  justification  for  the  invalid 
account  condition. 

If  you  have  any  questions,  please  do  not  hesitate  to  contact  me  or 
Anne  Raffaelli,  National  Director  for  Legislative  Affairs,  at  622-3720. 


Sincerely, 


(1culH^_ 


Iner  Richardson 


Enclosures  (2) 
As  stated 
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United  States 

General  Accoantlng  Office 

Washington,  D.C.  20648 


General  Government  Dtvlalon 

B-260131 

August  30, 1996 

The  Honorable  Margaret  M.  Richardson 
Commissioner  of  Internal  Revenue 
Department  of  the  Treasury 

Dear  Mrs.  Richardson: 

This  report,  prepared  under  our  basic  legislative  authority,  discusses  the 
Intenud  Revenue  Service  (irs)  procedures  for  processing  and  posting  tax 
returr\s  in  which  the  primary  filer  does  not  provide  a  Social  Security 
number  (ssn)  or  provides  a  ruune  and  ssN  that  do  not  match  Social  Security 
Administration  (ssa)  records.'  In  particular,  the  report  discusses  (1)  the 
growth  in  accounts  with  missing  or  incorrect  ssns  on  ms'  Individual  Master 
File  (IMF),  (2)  iRS'  procedures  for  verifying  the  identities  of  tax  return  filers, 
and  (3)  tlft  potential  effects  of  the  procedures  on  iRS'  plans  to  modernize 
the  tax  system  and  on  irs'  income-matching  program. 

RarWproi  inH  "®  relies  on  data  from  ssa  to  determine  the  accuracy  of  ssns  and  names 

°  recorded  on  tax  documents  submitted  by  individual  taxpayers  iRS  uses 

this  information  to  establish  the  identity  of  each  taxpayer  and  to  ensure 
that  each  transaction  is  posted  to  the  correct  account  on  the  IMF. 

When  processing  paper  tax  returns  with  missing  or  incorrect  ssns,  irs 
service  centers  first  try  to  make  corrections  by  researching  iRS  files  or 
other  documents  (for  example,  Form  W-2  wage  and  tax  statements)  that 
accompany  a  tax  return.-  Returns  that  can  be  corrected,  along  with  those 
that  match  ssa  records,  are  posted  to  the  'S^d"  segment  of  the  IMF. 
Returns  that  cannot  be  corrected  are  posted  to  the  "invalid"  segment  of  the 
IMF,  using  either  the  incorrect  ssN  on  the  tax  return  or  a  temporary  number 
assigned  by  IRS.'  As  of  January  1,  1995,  4.3  million  accounts  were  posted 
on  the  invalid  segment  of  the  imf,  and  153.3  million  accounts  were  posted 
on  the  valid  segment 


'Hereafter,  we  refer  U)  these  retim\s  aa  returns  with  missing  or  irKwrrect  SSN& 

'IRS  follows  more  stringent  procedures  for  electronically  filed  returns.  Returns  filed  electronically 
with  missing  or  incorrect  SSNs  are  rejected  and  sent  back  to  the  filer  for  correction. 

^IRS  assigns  temporary  numbers  when  a  taxpayer  (l)caruH>t  legally  obtain  an  SSN  from  SSA  (such  as 
in  the  case  of  an  illegal  or  nonresident  alien),  (2)  is  in  the  process  of  obtaining  an  SSN  frwrn  SSA, 
(3)  has  been  issued  the  same  SSN  by  SSA  as  another  person,  (4)  files  a  return  with  a  missing  SSN  (and 
IRS  cannol  identify  one  throuBh  rrsearrh),  or  ( S)  files  with  an  SSN  already  used  to  post  anolher 
taxpayer's  return  to  the  IMF  invalid  segment. 
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IRS  created  the  invalid  segment  of  the  imf  to  store  the  accounts  of 
taxpayers  who  had  changed  their  names,  because  of  marriage  or  divorce 
for  example,  and  had  not  yet  informed  ssa  of  the  name  change.  However, 
IRS  has  posted  returns  to  the  invalid  segment  of  the  imf  to  cover  other 
situations,  such  as  when  a  taxpayer  (1)  uses  the  SSN  of  another  individual, 
(2)  uses  an  ssn  that  is  not  issued  by  ssa,  or  (3)  is  assigned  a  temporary 
number.  iRS  tries  to  resolve  invalid  accounts  and  move  them  to  the  valid 
segment  of  the  IMF  by  corresponding  with  taxpayers  to  verify  their 
identities,  periodically  matching  invalid  accounts  against  updated  ssa 
records,  and  reviewing  tax  documents  subsequently  filed  by  taxpayers. 


RpQiiltQ  in  Rripf  From  1986  through  1994,  the  average  annual  growth  rate  for  accounts  on 

the  invalid  segment  of  the  imf  was  more  than  twice  the  growth  rate  for 
accounts  on  the  valid  segment — 5  percent  versus  2  percent,  respectively. 
The  growth  in  IMF  invalid-segment  accounts  stemmed  in  part  from  (1)  irs' 
increasing  use  of  temporary  numbers,  (2)  a  1990  decision  not  to  ask  filers 
who  received  temporary  numbers  to  verify  their  identities,  and 
(3)  procedures  that  did  not  require  filers  whose  returns  were  posted  with 
incorrect  numbers  to  provide  proof  of  identity  sufficient  to  resolve  the 
invalid  condition.  iRS  paid  $1.4  billion  in  refunds  on  returns  that  were 
posted  to  the  invahd  segment  of  the  imf  for  tax  year  1993.  No  one  knows 
how  much,  if  any.  of  this  amount  was  erroneously  paid,  but  the  risk  of 
issuing  erroneous  refunds  was  higher  because  irs  was  less  certain  of  these 
filers'  identities  than  of  the  identities  of  filers  who  matched  ssa's  records. 

As  part  of  its  efforts  to  combat  refund  fraud,  irs  revised  its  procedures  in 
1995  to  require  that  taxpayers  who  file  returns  with  (1)  missing  or 
incorrect  ssNs  or  (2)  temporary  numbers  provide  documentation  to  verify 
their  identities.  When  fully  implemented,  the  revised  procedures  could 
help  reduce  the  number  of  accounts  on  the  imf  invalid  segment  However, 
the  notice  irs  sends  to  filers  does  not  clearly  convey  that  they  are  required 
to  provide  documentation  to  verify  their  identities.  Thus,  iRS  has  to  contact 
some  of  these  filers  more  than  once  to  obtain  the  information  it  needs. 
This  practice  increases  processing  costs,  adds  to  taxpayer  burden,  and 
further  delays  the  issuance  of  some  refunds,  irs  has  a  revised  notice  under 
review  that  would  better  notify  filers  of  this  requirement,  but  irs' 
notice-review  process  has  been  lengthy,  and  the  resources  available  to  do 
the  necessary  computer  reprogramming  have  been  limited,  irs  officials 
told  us  that  they  expect  the  notice  to  be  available  for  use  in  the  1996 
tax-filing  season,  which  begins  in  January  1996. 
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IRS  is  not  applying  the  revised  documentation  requirements  to  the  1995 
filers'  returns  posted  to  the  IMF  invalid  segment  before  1995.  The  accounts 
of  these  filers,  whose  identities  irs  verified  using  pre- 1995  procedures,  are 
coded  to  automatically  issue  a  refund  when  one  is  requested  on  a  return. 
As  of  January  1,  1995,  at  least  3.2  million  accounts  on  the  IMF  invalid 
segment  were  so  coded.  We  analyzed  58  returns  that  were  posted  to  the 
IMF  invalid  segment  in  the  first  6  months  of  1994  and  that  had  accounts 
coded  for  automatic  refund  issuance.  Our  results  suggest  that  iRS  should 
subject  these  filers  to  the  revised  documentation  requirements — 27  of  the 
retiuns  were  filed  by  persons  who  either  used  ssns  not  issued  by  ssa  or 
used  another  individual's  SSN,  including  the  sSNs  of  children  or  deceased 
persons. 

Developing  complete  and  accurate  account  information  on  every  taxpayer 
and  being  able  to  respond  accurately  to  taxpayer  account  inquiries  are 
goals  IRS  hopes  to  achieve  in  its  modernization  efforts,  known  as  Tax 
Systems  Modernization  (tsm).  Achieving  these  goals  is  jeopardized  by  the 
current  master  file  structure,  which  allows  two  or  more  taxpayers  to  have 
accounts  under  the  same  number  or  one  taxpayer  to  have  several  accounts 
under  different  numbers. 

irs'  income-matching  program  is  hampered  by  posting  returns  to  the  IMF 
invalid  segment.  For  example,  irs  cannot,  in  most  cases,  match  income 
claimed  by  taxpayers  with  temporary  numbers  against  income  reported  by 
third  parties  on  information  returns  because  the  temporary  numbers  are 
unique  to  irs  and  are  not  recorded  on  information  returns.  Omitting  these 
taxpayers  from  matching  programs  hampers  ffis'  efforts  to  detect 
underreported  income  and  nonfiling,  irs  plans  to  assign  permanent 
taxpayer  identification  numbers  to  filers  who  are  not  eligible  to  obtain 
ssns  and  to  encourage  the  use  of  those  numbers  on  information  retiuns. 


Objectives,  Scope, 
and  Methodology 


Our  objectives  were  to  (1)  measure  the  growth  of  accounts  on  the  invalid 
segment  of  the  IMF,  (2)  assess  irs'  procedures  to  verify  the  identities  of  tax 
return  filers  whose  returns  were  posted  to  the  IMF  invalid  segment,  and 
(3)  identify  any  effects  the  procedures  may  have  on  ms'  TSM  goals  and  its 
income-matching  program 


To  measure  the  growth  of  accounts  on  the  IMF  invalid  segment,  we 
reviewed  irs  management  and  internal  audit  reports  about  the  giowth  sind 
composition  of  accounts  on  the  imf.  We  also  interviewed  officials  at  irs' 
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National  Office  on  the  makeup  of  the  IMF  invalid  segment  and  the  reasons 
for  the  growth  in  these  accounts. 

To  assess  ats'  procedures  for  verifying  taxpayer  identities,  we  reviewed 
(1)  IKS  procedures  (1995  and  pre-1995)  for  processing  returns  with  missing 
or  incorrect  ssNs,  (2)  the  notice  irs  uses  to  verify  taxpayer  identities,  and 
(3)  other  pertinent  documents.  We  also  interviewed  officials  at  ms* 
National  Office  and  at  lus'  Austin,  TX;  Cincinnati,  OH;  Fresno,  CA;  Ogden, 
UT;  and  Philadelphia,  PA  service  centers  on  the  process  for  posting 
returns  to  the  IMF  invalid  segment  and  changes  implemented  in  1995  to 
verify  taxpayer  identities.  We  chose  Cincinnati  because  of  its  proximity  to 
the  audit  team  conducting  the  work.  We  chose  the  other  4  centers 
because,  out  of  irs'  10  service  centers,  they  processed  and  posted  more 
than  60  percent  of  the  accounts  on  the  imf  invalid  segment  in  1994. 

To  identify  the  potential  effects  of  irs'  posting  procedures,  we  did  the 
following: 

We  selected  a  random  sample  of  400  tax  year  1993  returns  from  accounts 
that  were  posted  to  the  imf  invalid  segment  before  irs  implemented  its  new 
procedures.  Our  sample  results  are  not  projectable  to  the  universe  of 
accounts  on  the  IMF  invahd  segment  Our  objective  was  to  determine 
whether  the  filers  accurately  reported  their  wages  and  withheld  taxes.  The 
sample  consisted  of  returns  with  refunds  of  more  than  $  1 ,000  that  were 
posted  to  the  IMF  invalid  segment  by  the  Austin,  Fresno,  Ogden,  and 
Philadelphia  service  centers  between  January  1,  1994,  and  June  30,  1994. 
The  400  retiuns  included  50  from  each  center  that  had  been  posted  with 
IRS  temporary  numbers  and  50  fi-om  each  center  that  had  been  posted  with 
incorrect  s.sns.  The  Cincinnati  service  center's  Criminal  Investigation 
Branch  contacted  employers  of  the  400  filers  to  verify  employment  and 
waige  information.  The  branch  obtained  responses  on  357  returns.  For  the 
43  returns  with  no  response,  we  verified  the  wage  information  using 
information  return  transcripts. 

We  analyzed  100  of  the  400  returns  to  determine  why  they  posted  to  the 
IMF  invalid  segment  and  to  profile  some  of  the  filers'  characteristics.  The 
100  returr«  included  25  returns  (12  that  had  been  posted  with  temporary 
numbers  and  13  that  had  been  posted  with  incorrect  numbers)  randomly 
selected  from  each  of  the  4  service  centers.  Among  the  100  returns  were  58 
that  were  posted  to  accounts  containing  a  computer  code  that 
automatically  released  refunds. 

We  also  interviewed  cognizant  officials  from  irs'  National  Office  and  the 
previously  mentioned  service  centers  regarding  any  effects  that  returns 


GAO/GGD-9S-U8  Taxpayer  Identitlea 


492 


with  missing  or  incorrect  SSNS  may  have  on  ms'  income-matching  programs 
and  its  tsm  plans.  We  reviewed  ms  reports  on  tsm  plans  and  analyzed 
documents  relating  to  irs'  processing  costs. 

We  did  our  audit  work  from  December  1993  through  May  1995  in 
accordance  with  generally  accepted  government  auditing  standards.  We 
requested  comments  on  a  draft  of  this  report  from  you  or  your  designee. 
On  June  21,  1995,  the  Assistant  Commissioner  for  Taxpayer  Services,  the 
Staff  Chief  for  the  National  Director  of  Submission  Processing,  and  other 
IRS  staff,  including  representatives  from  the  Office  of  Chief  Counsel, 
provided  us  with  oral  comments.  Their  comments  are  summarized  and 
evaluated  on  pages  13  and  14  incorporated  in  this  report  where 
jqipropriate. 


Number  of  IMF 
Invalid  Segment 
Accounts  Growing  at 
Faster  Rate  Than  the 
Number  of  Valid 
Segment  Accounts 


From  1986  through  1994,  according  to  ms  data,  the  average  Eumual  growth 
rate  of  accounts  on  the  invalid  segment  of  the  IMF  was  more  than  twice  the 
growth  rate  of  accounts  on  the  valid  segment — 5  percent  versus  2  percent, 
respectively.  Figure  1  shows  year-to-year  growth  rates  sihce  1966.  During 
this  period,  the  number  of  accounts  on  the  invalid  segment  of  the  IMF  grew 
from  2.8  million  on  January  1,  1986,  to  4.3  million  on  January  1,  1995,  while 
the  number  of  valid  accounts  grew  from  130.2  million  to  153.3  million. 
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Figure  1:  Annuaf  Growrth  Rate*  a( 
Account*  on  the  Valid  and  Invalid 
SagmenU  of  the  IMF  ( 1 986  Through 
1994) 
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From  1990  through  1994,  the  size  of  the  imf  invalid  segment  grew  by  about 
821,000  accounts.  Most  of  that  growth  (52  percent)  resulted  from  Ks' 
increased  use  of  temporar>'  numbers  to  process  and  post  returns. 
Accounts  with  incorrect  numbers  made  up  the  other  48  percent 

The  IRS  National  Office  official  responsible  for  monitoring  accounts  on  the 
master  file  explained  that  the  increase  in  accounts  with  temporary 
nimibers  stemmed  from  iRs'  decision  in  1990  to  not  send  verification 
notices  to  taxpayers  whose  returns  were  processed  with  temporary 
numbers.  Many  of  these  filers,  he  said,  cannot  obtain  ssns  because  they  are 
not  legjil  residents  of  the  United  States  but  are  entitled  to  refunds  of 
withheld  taxes  or  earned  income  credits.  He  said  that  most  of  these 
taxpayers  were  using  temporary  numbers  verified  in  previous  years  and 
that  requiring  reverification  each  year  would  have  unduly  increased 
taxpayer  burden.  He  speculated  that  when  iRs'  decision  not  to  require 
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verification  became  more  widely  known,  more  taxpayers  who  could  not 
obtain  ssns  began  filing  tax  returns. 

Another  factor  affecting  the  number  of  accounts  on  the  invalid  segment  of 
the  master  file  was  iRs'  willingness  to  release  refunds  and  allow  the 
accounts  to  remain  on  the  invalid  segment,  even  though  taxpayers' 
responses  to  the  verification  notice  did  not  resolve  the  invalid  condition. 
Before  1995,  irs  accepted  a  taxpayer's  response  that  a  return  was  "correct 
as  filed,"  and  taxpayers  were  not  required  to  provide  documentation 
(marriage  certificate,  birth  certificate,  etc.)  to  verify  their  identities. 

In  1994,  IRS  paid  out  $1.4  billion  in  refunds  on  retun\s  posted  to  the  IMF 
invalid  segment. 


Revised  Verification 
Procedures  Not 
Completely 
Implemented 


As  part  of  its  efforts  to  combat  refund  fraud,  irs  revised  its  procedures  in 
January  1995  to  require  that  taxpayers  provide  documentation  to  verify 
their  identities.  In  announcing  that  iRS  would  delay  refund  claims  for 
individuals  lacking  proper  identification  numbers,  you  stated  that, 
consistent  with  the  way  financial  institutions  manage  withdrawals  of 
funds,  IRS  should  not  permit  refunds  from  the  federal  treasury  without  a 
valid  taxpayer  identification  number. 


Under  the  revised  procedures,  when  a  taxpayer's  return  with  a  refund 
request  is  posted  to  the  imf  invahd  segment  for  the  first  time,  iRS  is  to 
freeze  the  refund  and  correspond  with  the  taxpayer  in  an  attempt  to  verify 
the  taxpayer's  Identity.^  Filers  with  missing  or  incorrect  ssNs  who  request  a 
refund  are  to  be  required  to  provide  a  reasonable  explanation  for  the 
discrepancy  and  proof  of  their  identity  (such  as  a  marriage  certificate, 
birth  certificate,  earnings  statement,  or  passport)  before  the  refund  wUl  be 
released.^  The  requirement  apphes  to  filers  whose  returns  are  posted  with 
temporary  numbers  as  well  as  filers  whose  returns  are  posted  with 
incorrect  numbers.  Once  a  taxpayer  responds  satisfactorily  to  irs' 
venfication  notice,  iRs  is  to  release  the  refund.  Previously,  irs 
automatically  issued  refunds  to  filers  with  temporary  numbers  and  did  not 
require  proof  of  identity  from  filers  with  incorrect  numbers  before 
releasing  their  refunds. 


*When  processing  a  tax  retum  wilh  a  missing  or  incorrect  SSN  that  is  arcotnpanied  by  a  payment, 
aci-ording  to  procedures.  IRS  is  to  deposit  ttie  payment,  post  the  return  to  the  IMF  inlaid  segment, 
and  send  the  taxpayer  an  information  notice  about  the  invalid  condition. 

^An  example  of  a  reasonable  explanation  might  be  "I  recently  mamed  and  ha\-e  not  yet  changed  my 
name  wilh  SSA."  accompanied  by  a  copy  of  a  marriage  certificate 
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Revised  Verification  Notice 
Not  Finalized 


us  uses  the  CP64B  notice  to  verify  taxpayers'  identities  before  issuing  a 
refund  The  current  version  of  the  CP64B  notice  does  not  reflect  ms' 
revised  procedures.  It  does  not  clearly  convey  that  persons  who  file  with 
missing  or  incorrect  numbers,  including  filers  who  were  issued  temporary 
numbers,  are  required  to  provide  documentation  verifying  their  identities. 
(Appendix  1  contains  a  copy  of  the  CP54B  notice  annotated  to  show 
misleading  or  potentially  confusing  sections.) 

A  revised  version  of  the  CP54B  notice  has  been  developed  that  reflects  iRs' 
revised  procedives  but,  as  of  July  199S,  had  not  been  finalized.  Until  the 
revised  notice  is  available,  ms  National  Office  officials  told  us  that  they 
plan  to  use  the  current  version  of  the  notice,  followed  by  additional 
correspondence  if  the  taxpayer  does  not  respond  in  accordance  with  the 
revised  procedures.  This  practice  will  increase  ws'  processing  costs,  create 
additional  taxpayer  burden,  and  delay  the  issuance  of  some  refunds,  irs 
expects  to  send  out  about  616,000  CP54B  notices  in  1995. 

IBS  oCBdals  said  that  review  and  approval  of  the  revised  notice  was  taking 
longer  than  expected.  As  of  June  21, 1996,  the  revision  had  been  approved 
by  the  National  Office  Notice  Clarity  Unit  and  was  being  reviewed  by  the 
National  Automation  Advisory  Group.  That  group  is  to  assign  a  priority  for 
making  the  computer  programming  changes  necessary  to  finalize  the 
notice.  If  the  notice  is  not  assigned  the  highest  priority,  we  are  concerned, 
on  the  basis  of  past  work,  that  it  will  not  be  revised  in  time  for  use  during 
the  1996  tax-filing  season,  beginning  in  January  1996. 

In  December  1994,  we  reported  on  the  lengthy  notice-review  process  and 
noted  that  many  recommended  notice  revisions  were  delayed  or  never 
made  because  of  uts'  limited  computer-programming  resources.*  As  one 
way  of  avoiding  computer-programming  delays,  we  recommended  that  irs 
test  the  feasibility  of  transferring  notices  to  its  Correspondex  System — a 
more  modem  computer  system  that  produces  other  types  of  irs 
cocrespondence. 


Revised  Procedures  Not 
Applied  to  Certain 
Pre- 1995  Fliers 


as  National  Office  officials  told  us  that  they  do  not  plan  to  apply  the 
revised  procedures  to  filers  with  prior  accounts  on  the  imp  invalid  segment 
who  file  again  using  the  same  name  and  number  combination.  Thus,  these 
filets  would  not  need  to  verify  their  identities  before  receiving  fiiture 
refunds,  although  the  mismatch  with  ssa  records  may  continue  to  exist. 
According  to  as  data,  at  least  3.2  million  of  the  4.3  million  accounts  on  the 

*rto*<telnlitr»a<m:  IRS  NoUoM  Cm  Be  Improved  (GA0/GGIM6*  Dec.  7, 1994). 


GMWQOI>4t-14S  Tuparer  Meatltiea 


496 


IMF  invalid  segment,  as  of  January  1, 1995,  will  not  be  subject  to  the  new 
procedures.  Instead,  ms  placed  a  permanent  computer  code  on  the 
accounts  so  that  the  system  will  automatically  release  future  refunds. 

iRS'  rationale  for  exempting  these  accounts  from  the  revised  verification 
procedures  is  that  most  of  these  filers  had  already  responded  to  a  previous 
CP54B  and  requiring  them  to  respond  again  would  increase  taxpayer 
burden.  But  responses  to  the  previous  CP54B  were  done  under  iRs'  old 
verification  procedures,  which,  as  we  noted  previously,  did  not  require 
proof  of  identity.  TTius,  ms  has  no  assurance  that  the  earUer  responses 
were  satisfactory. 

Our  analysis  of  the  reasons  58  tax  year  1993  returns  were  posted  to  the  imf 
invalid  segment  with  automatic  refund  release  codes  raised  questions 
about  ms'  plai\s.  We  noted,  for  example,  that  27  of  the  returns  were  filed  by 
persons  who  either  used  ssNs  not  issued  by  ssa  or  used  another 
individual's  ssn,  including  11  filers  who  used  ssns  belonging  to  children 
and  5  filers  who  used  ssNs  belonging  to  deceased  taxpayers.  Under  these 
circumstances,  ms  was  less  certain  of  filers'  identities  than  if  taxpayers 
had  filed  using  names  and  numbers  that  matched  ssa  files.  Table  1  shows 
the  circumstances  under  which  those  58  returns  were  posted  to  the  invalid 
segment  of  the  imf. 


Table  1 :  Reasons  Returns  With 
Automatic  Refund  Release  Codes  in 
GAO's  Sample  Were  Posted  to  the 
Invalid  Segment  of  the  IMF 


Type  of  posting 

Reason  lor  posting 

Number  of 
returns 

Temporary  number 

Filers  used  a  temporary  number  assigned  prior 
to  1990* 

6 

Incorrect  number 

Filers  had  not  changed  their  names  with  SSA 

22 

Filers  used  another  individual's  SSN 

21 

Filers  used  an  SSN  not  issued  by  SSA 

6 

Other 

3 

Total  postings  with  automatic  refund  releases 

58 

'Filers  whose  returns  were  posted  with  temporary  numbefs  from  1990  through  1994  did  not  have 
automatic  release  codes  placed  on  their  accounts  because  they  did  not  receive  a  CP54B  notice 
They  are  subject  to  IRS  revised  documentation  requirements 

Source;  GAO  sample  ol  100  returns  from  4  IRS  service  centers 


Another  reason  for  ms  to  reconsider  its  decision  to  exclude  some  filers 
from  the  revised  procedures  is  the  fraud  risk  associated  with  accounts  on 
the  IMF  invalid  segment 
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Our  analysis  of  400  refunds  of  $1,000  or  more  that  were  issued  to 
taxpayers  whose  returns  were  posted  on  the  mr  invalid  segment  surfaced 
only  one  instance  in  which  a  taxpayer  appeared  to  have  misstated  his 
wages  and  withheld  taxes.  In  that  instance,  a  return  was  filed  with  a  wage 
and  tax  statement  that  had  been  issued  to  another  person.  However,  there 
are  other  ways  to  get  fraudulent  refunds  besides  claiming  improper  wages 
and/or  withholdings. 

IRS  has  developed  a  profile  of  high-risk  fUers  that  it  uses  to  help  identify 
potentially  fraudulent  returns.  According  to  that  profile,  many  filers  whose 
returns  are  posted  to  the  invaUd  segment  of  the  imf  pose  a  higher  risk  of 
fraud  than  filers  whose  returns  are  posted  to  the  valid  segment  For 
example,  irs  has  determined  that  filers  claiming  the  Earned  Income  Credit 
(eic)  are  more  likely  to  claim  firaudulent  refunds  than  those  who  do  not  In 
A^ril  1995,  ifis'  Internal  Audit  Office  reported  that  returns  on  the  IMF 
invalid  segment  are  four  times  more  likely  than  returns  on  the  valid 
segment  (54  percent  versus  12  percent,  respectively)  to  include  an  Eic 
claim.  Internal  Audit  also  noted  that  41  percent  of  the  cases  identified 
through  September  1994  by  irs'  eic  Unallowable  Program  were  filed  with 
invalid  ssns.  In  contrast,  according  to  Internal  Audit,  returns  with  invalid 
sSNs  represented  only  1  percent  of  the  total  individual  Form  1040 
population.  Of  the  unallowable  cases  closed  by  irs,  84  percent  with  invalid 
SSNS  had  EIC  amounts  reversed,  compared  with  69  percent  with  valid  ssns. 

Of  the  100  returns  posted  to  the  imf  invalid  segment  in  our  sample,  90 
claimed  the  eic.  Also,  the  filing  status  claimed  on  40  of  the  returns  in  ow 
sample  matched  another  characteristic  in  irs'  profile  of  high-risk  filers,  irs' 
new  verification  procedures,  if  applied  to  filers  with  pre-1995  accounts  on 
the  IMF  invalid  segment,  could  help  to  limit  these  risks  because  they  would 
enable  irs  to  more  easily  identify  filers  who  attempt  to  claim  duplicate 
refunds. 


Failure  to  Clean  Up 
Master  File  Accounts 
Could  Adversely 
Affect  IRS' 
Modernization  Plans 


Under  tsm,  irs  plans  to  access  account  information  on  taxpayers,  using 
either  the  primary  or  secondary'  ssn.  irs  also  plans  to  consolidate  existing, 
separate  taxpayer  databases  into  a  single  database.  With  a  sin^e  database 
and  the  ability  to  access  account  information  on  every  taxpayer,  irs  would 
be  in  a  much  better  position  to  maintain  accurate,  up-to-date  accounts  and 
respond  to  taxpayer  inquiries. 


'A  secondary  SSN  is  generally  the  one  used  by  the  spouse  on  a  Joint  return. 
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Before  nts  can  effectively  implement  its  plans,  it  will  have  to  identify  and 
merge  multiple  taxpayer  accounts  on  its  current  files.  For  example,  the 
current  master  file  structure  with  its  valid  and  invalid  segments  allows  two 
or  more  taxpayers  to  have  accounts  under  the  same  ssn,  or  one  taxpayer 
to  have  several  accounts  under  different  numbers.  To  begin  the  clean-up 
process,  ms  mailed  out  189,000  letters  in  December  1994  to  taxpayers 
whose  returns  were  posted  to  the  mf  invedid  segment  because  they  used 
an  SSN  that  had  not  been  issued  by  ssa.  TTie  letter  instructed  taxpayers  to 
contact  SSA  to  obtain  a  correct  ssn.  This  effort  is  only  a  first  step,  however, 
and  IRS  will  need  to  do  much  more  to  clean  up  the  rest  of  its  IMF  records. 

iRS'  clean-up  task  is  fiuther  complicated  because  iRS  plans  to  include 
secondary  filers  (generally  the  spouse  on  a  Joint  return)  in  its  database. 
According  to  iRS  data,  as  of  February  1995,  iRS  had  at  least  47  million  IMF 
accounts  with  secondary  filers.  Presently,  iRS  does  not  require  that 
secondary  IMF  filers  verify  their  identities.  One  particular  compUcation, 
according  to  aniRS  official,  will  involve  merging  the  accounts  of  taxpayers 
who  are  secondary  filers  on  the  IMF  valid  segment  and  primary  filers  on  the 
invalid  segment.  Currently,  irs  does  not  try  to  merge  these  accounts. 


IRS'  Income-Matching 
Program  Hampered 
by  Posting  Returns  to 
the  IMF  Invalid 
Segment 


Each  year,  irs  matches  the  income  claimed  by  taxpayers  with  the  income 
reported  by  third  parties  on  information  returns.  KS  relies  on  a  taxpayer's 
name  and  ssn,  as  reported  on  a  tax  return  and  associated  information 
returns,  to  perform  the  matches.  Discrepancies  in  reported  income  are 
used  by  IRS  to  detect  underreported  income  or  nonfiling  of  tax  returns. 

In  most  cases,  returns  posted  to  the  IMF  invalid  segment  with  temporaiy 
numbers  are  not  available  for  use  in  irs'  matching  program.  This  occurs 
because  temporary  numbers  are  unique  to  irs  and  cannot  be  matched 
against  taxpayer  identifiers  on  information  documents.  Omitting  these 
taxpayers  from  irs"  matching  program  hampers  efforts  to  detect 
underreported  income  and  nonfiling.  In  addition,  posting  returns  with 
incorrect  SSNS  may  complicate  ms'  matching  program  if  information 
returns  report  income  for  a  different  name  and/or  ssn.  Unless  irs  is  able  to 
make  corrections  through  the  additional  research  it  does  to  check  for 
erroneous  mismatches,  false  leads  could  be  generated  that  siphon  KS 
resoiu-ces  away  fi-om  more  productive  cases. 


IRS  has  developed  a  proposal  that  could  alleviate  some  of  the  problems 
associated  with  matching  returns  posted  with  temporary  numbers,  irs 
officials  told  us  that  many  of  the  returns  assigned  temporary  numbers 


aMVGGD'05-U8  Taxpajrrr  IdmUtlM 


499 


involved  nonresident  or  illegal  aliens  who  are  not  eligible  to  obtain  ssns. 
Under  the  proposal,  irs  would  assign  permanent  Individual  Taxpayer 
Identification  Numbers  (mN)  to  these  taxpayers,  following  a  process 
similar  to  that  used  by  ssa  to  verify  identities  and  assign  ssns.  Tajqjayers 
with  mNs  would  then  be  required  to  use  their  itins  when  filing  tax  returns, 
and  their  returns  could  be  posted  to  the  valid  segment  of  the  [mf.  Persons 
with  mNs  would  also  be  encouraged  to  use  their  rriNs  when  engaging  in 
financial  transactions  that  are  subject  to  information  reporting.  Those  who 
did  so  would  be  included  in  iRs'  matching  progrjun.  res  is  currently 
obtaining  public  comments  on  a  regulation,  signed  by  the  Department  of 
the  Treasury  on  March  9,  199-5,  to  implement  the  mN  proposal. 


Pnnr'll]<4inn<i  Since  1986,  the  number  of  accounts  on  the  mf  invalid  segment  has  grown 

faster  than  the  number  of  accounts  on  the  vsdid  segment  iRS  risks  errors 
when  issuing  refunds  to  filers  on  the  IMF  invalid  segment  because  it  cannot 
verify  a  filer's  identity  against  ssa  records.  Moreover,  some  accounts  on 
the  IMF  invalid  segment  cannot  be  included  in  iRS'  income-matching 
program,  irs  took  steps  in  1995  that,  when  fully  implemented,  could  help 
reduce  the  number  of  accounts  on  the  imf  invalid  segment  For  example, 
IRS  is  doing  more  to  verify  the  identities  of  taxpayers  wbo  file  returns  with 
missing  or  incorrect  ssns,  and  it  plans  to  issue  permanent  identification 
numbers  to  taxpayers  that  could  be  used  in  irs'  matching  program.  We 
identified  several  areas  where  irs  could  make  additional  improvements. 

IRS  has  not  finished  revising  the  notice  used  to  verify  taxpayer  identities, 
and  our  past  work  indicates  that  the  revision  process  has  been  lengthy. 
The  current  version  of  the  notice  does  not  adequately  explain  irs'  revised 
documentation  requirements  and  is  causing  additional  taxpayer  contacts. 
To  reduce  taxpayer  burden  and  irs  costs,  it  is  important  that  the  revised 
notice  be  available  for  the  1996  filing  season. 

irs  is  not  applying  its  revised  documentation  requirements  to  taxpayers 
whose  returns  were  posted  to  the  IMF  invalid  segment  prior  to  1995  and 
who  have  a  permanent  refund  release  code  on  their  accounts.  Our  review 
of  accounts  posted  on  the  IMF  invalid  segment  that  would  be  exempted 
under  irs'  plan  and  ms'  profile  of  high-risk  filers  raises  questions  about 
whether  irs  should  exclude  such  tilers  from  its  revised  documentation 
requirements.  Verification  of  these  filers'  accounts  should  also  help 
complete  the  cleanup  of  taxpayer  accounts  that  will  be  necessary  as  part 
of  iRs'  modernization. 
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Recommendations  to 
the  Commissioner  of 
Internal  Revenue 


To  improve  the  processing  of  returns  with  missing  or  incorrect  SSNS  and 
help  clean  up  accounts  currently  posted  on  the  mf  invalid  segment,  we 
recommend  that  you 

finalize  the  CP54B  notice  in  time  for  use  during  the  1996  tax-filing  season, 

and 

apply  the  revised  documentation  requirements  to  taxpayers  who  filed  tax 

returns  that  were  posted  to  the  IMF  invalid  segment  before  1995  and  whose 

accounts  now  have  a  permanent  refund  release  code. 


Agency  Comments 
and  Our  Evaluation 


We  requested  comments  on  a  draft  of  this  report  fl*om  you  or  your 
designee.  The  draft  included  three  proposed  recommendations,  ms 
officials,  including  the  Assistant  Commissioner  for  Taxpayer  Services  and 
the  Staff  Chief  for  the  Director  of  Submission  Processing,  provided  oral 
comments  in  ameeting  on  June  21,  1995.  On  the  basis  of  their  comments, 
which  are  summarized  in  this  section,  we  modified  one  of  our  proposed 
recommendations  and  withdrew  another.  iRS  agreed  with  the  other 
recommendation. 


Because  of  the  delays  inherent  in  iRs'  current  notice-revision  process,  our 
draft  report  included  a  recommendation  that  iRS  assess  the  feasibility  of 
producing  the  CP54B  verification  notice  on  the  Correspondex  System,  as 
discussed  in  our  December  1994  report.  The  Assistant  Commissioner  for 
Taxpayer  Services  agreed  that  a  revised  notice  was  needed,  but  she  said 
that  the  best  way  to  accomplish  this  is  to  proceed  with  the  revision 
process  currently  under  way.  She  assured  us  that  the  revised  notice  would 
be  available  for  use  during  the  1996  filing  season.  Given  the  Assistant 
Commissioner's  assurances,  we  have  revised  our  recommendation  to 
delete  any  reference  to  the  use  of  the  Correspondex  System. 

IRS  agreed  with  our  recommendation  that  it  apply  the  revised 
documentation  requirements  to  the  mf  invalid  segment  accounts  with 
permanent  refund  release  codes.  The  Staff  Chief  said  that  a  task  force, 
working  in  cooperation  with  internal  auditors,  is  determining  the  best  way 
to  verify  accounts  placed  on  the  IMF  invalid  segment  before  1996.  iRS  plans 
to  focus  on  verifying  active  accounts,  which  they  estimate  make  up 
38  percent  of  the  accounts  on  the  imf  invalid  segment  (An  account 
containing  a  recent  tax  return,  for  example,  would  be  considered  active.) 
IRS  also  plans  to  remove  imf  invalid  segment  accounts  that  have  been 
inactive  for  a  certain  period,  similar  to  the  treatment  of  accounts  on  the 
valid  segment  The  task  force  is  also  working  to  reverse  the  permanent 
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refund  release  code  on  the  imf  invalid  segment  accounts  that  were 
established  before  1995.  iRs'  actions,  if  properly  implemented,  would 
respond  to  our  recommendation. 

We  also  included  a  proposed  recommendation  in  our  draft  report  that  iRS 
send  back  to  taxpayers  returns  that  are  filed  with  missing  SSNS  or  ssns  that 
were  not  issued  by  ssa.  irs  data  indicated  that  it  was  less  costly  to  send 
these  returns  back  to  taxpayers  than  it  was  to  post  the  returns  to  the 
master  file,  send  taxpayers  a  CP54B  notice,  and  process  their  responses. 
IRS  disagreed  with  our  proposal  on  the  basis  that  an  individual  income  tax 
return  with  a  missing  ssn  or  an  ssn  that  was  not  issued  by  ssa  is  considered 
a  valid  return  under  the  Internal  Revenue  Code.  Because  the  return  is 
valid,  they  asserted  that  a  court  would  hold  that  the  statute  of  limitations 
on  assessment  and  collection  would  begin  when  the  return  was  first  filed, 
even  though  it  was  returned  to  the  taxpayer  because  of  the  invalid 
condition.  Thus,  irs  might  limit  its  ability  to  recover  the  return  from  the 
taxpayer  and  take  any  necessary  enforcement  actions  if  the  process  of 
resolving  the  invaUd  condition  became  lengthy.  We  considered  irs' 
argument  persuasive  and  have  withdrawn  our  proposed  recommendation. 


This  report  contains  recommendations  to  you.  The  head  of  a  federal 
agency  is  required  by  31  U.S.C.  720  to  submit  a  written  statement  on 
actions  taken  on  these  recommendations  to  the  Senate  Committee  on 
Governmental  Affairs  and  the  House  Committee  on  Government  Reform 
and  Oversight  not  later  than  60  days  after  the  date  of  this  letter.  A  written 
statement  also  must  be  sent  to  the  House  and  Senate  Committees  on 
Appropriations  with  the  agency's  first  request  for  appropriations  made 
more  than  60  days  after  the  date  of  this  letter. 

We  £u-e  sending  copies  of  this  report  to  various  congressional  committees, 
the  Secretary  of  the  Treasury,  the  Director  of  the  Office  of  Management 
and  Budget,  and  other  interested  parties.  We  will  also  make  copies 
available  to  others  on  request 

The  m^uor  contributors  to  this  report  are  listed  in  appendix  U.  If  you  or 
your  staff  have  any  questions  about  this  report,  you  can  reach  me  at 
(202)512-9110. 

Sincerely  yours, 

Lynda  D.  Willis 

Associate  Director,  Tax.  Policy  and 
Administration  Issues 
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Appendix  I 


IRS  Notice  CP54B  (1994  Version) 


Note:  GAO  comments 
supplementing  those  in 
the  report  text  appear  at 
the  end  of  this  appendix. 


See  comment  1 . 


See  comment  2. 


See  comment  3, 


See  comment  4 


See  comment  5. 
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Appendix  I 

IBS  Notice  CPMB  ( 1M4  Venloa) 


The  following  are  gao's  comments  on  res'  Notice  CP54B  (1994  Version). 


p.  if^  Pnmmpnts  '•  "^^  wording  "REFUND  DELAYED"  is  the  only  indication  at  the 

ijJvJ  l^OIUITienUs  beginning  of  the  notice  that  the  taxpayer  will  not  be  receiving  his/her 

refund  and  that  the  refund  >vill  be  delayed  until  the  taxpayer  resolves  the 

discrepancy  to  res'  satis<<iction. 

2.  The  notice  does  not  acconunodate  filers  who  were  issued  temporary 
numbers.  It  gives  instructions  on  what  to  do  when  there  are  differences  in 
the  last  name  or  ssn,  but  it  does  not  explain  wiutt  filers  with  temporary 
numbers  must  do  to  have  their  refunds  released. 

3.  A  taxpayer  might  presume  from  the  wording  in  this  section  that 
providing  the  information  iRS  requests  will  release  the  refund,  when  in  fact, 
the  refund  would  be  released  only  if  the  new  information  matches  ssa's 
records. 

4.  This  section  of  the  notice  does  not  require  that  a  taxpayer  send  anything 
back  to  IRS  and,  again,  does  not  make  it  clear  that  the  taxpayer's  refund 
will  not  be  released  until  the  discrepancy  is  cleared  up.  All  it  says  is  "If  you 
wish,  you  may  provide  irs  with  . . . ."  Service  center  staff  told  us  that 
taxpayers  are  expected  to  provide  this  kind  of  information,  and  if  it  is  not 
provided,  res  will  correspond  again  with  taxpayers  to  obtain  it 

5.  This  section  has  problems  similar  to  those  described  in  comment  4.  It 
does  not  require  that  taxpayers  send  anything  to  irs  and  thus  is  not  clear 
about  how  or  on  what  basis  irs  will  decide  to  release  the  refund. 
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Appendix  n 


Major  Contributors  to  This  Report 


General  Government  ^^'^  "^  Atti^nese,  Assistant  Director 

Division,  Washington, 
D.C. 


CmCinnatl  Regional  j^j^^^^  j  ^ ^^j^n  Regional  Assignment  Manager 

(JlllCe  Maiy  C.  Morrison,  Evaluator 


Office  of  General 
Counsel,  Washington, 
D.C. 


Rachel  DeMarcus,  Assistant  General  Counsel 
Shirley  A.  Jones,  Attorney  Advisor 
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DEPARTMENT  OF  THE  TREASURY 

INTERNAL  REVENUE  SERVICE 

WASHINGTON,  DC.  20224 


COMMISSIONER 


January  16,  1996  '*^^  c  5 


The  Honorable  Ted  Stevens 

Chairman,  Committee  on  Governmental  Affairs 

United  States  Senate 

Washington,  DC    20510 

Dear  Mr  Chairman: 

In  accordance  with  U.S.C.  section  720, 1  am  writing  concerning  actions  by  the  Internal 
Revenue  Service  (IRS)  in  response  to  the  recommendations  contained  in  a  report  by  the  General 
Accounting  Office  (GAO)  entitled  Tax  Administration:  IRS  Faces  Challenges  in  Reorganizing  for 
Customer  Service  (GAO/GGD-96-3),  October  10,  1995 

To  better  address  the  broader  issues  raised  by  GAO,  this  Fall,  the  Associate  Commissioner 
for  Modernization  assumed  the  leadership  role  for  IRS'  reengineering  and  quality  efforts.  The 
establishment  of  the  Office  of  Strategic  Process  Improvement  and  Reengineering  within  the 
Associate  Commissioner's  office  will  enable  the  IRS  to  more  flilly  address  the  intent  of  the 
report's  recommendations    This  office  will  ensure  that  IRS  effectively  manages  and  implements 
all  strategic  process  change  initiatives  underway  within  the  IRS.  It  will  ensure  that  all 
modernization  efforts  are  driven  by  business  needs;  that  all  strategic  process  change  initiatives  are 
aligned  with  the  IRS'  Business  Vision,  coordinated  with  one  another  and  with  related 
Modernization  projects,  and  guided  by  consistent,  effective  methodology;  and  that  all  resources 
are  leveraged  and  used  effectively 

Additionally,  the  IRS  recently  established  the  position  of  the  Executive  Officer  for 
Customer  Service  within  the  Chief  Taxpayer  Services  organization    The  establishment  of  this 
position  should  improve  the  overall  leadership  and  coordination  necessary  to  the  effective  delivery 
of  our  customer  service  products  and  services 

The  IRS  comments  on  the  specific  recommendations  are  included  on  pages  24-25  of  the 
report  in  the  "Agency  Comments"  section    We  believe  they  adequately  reflect  our  position    Since 
that  time  we  have  made  substantial  progress  responding  to  those  recommendations    Listed  below 
are  recent  actions  related  to  these  recommendations 

RECOMMENDATION:  Clarify  the  criteria  for  assigning  process  owners  responsibility 
for  TSM  projects  when  they  involve  more  than' one  core  business  system 
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RECOMMENDATION:  Define  process  owners'  roles  and  responsibilities  for  TSM 
projects  involving  more  than  one  core  business  system. 

RESPONSE:  The  IRS  is  working  on  clarifying  the  criteria  for  assigning  process  owner 
responsibility  and  defining  the  process  owners'  roles  and  responsibilities.  When  a  Tax 
Systems  Modernization  (TSM)  project  involves  more  than  one  core  business  system,  a 
responsible  process  owner  will  be  identified  during  the  approval  process  that  will  involve 
the  IRS'  Investment  Review  Board  (IRB).  The  roles  and  responsibilities  of  the  process 
owners  will  also  be  established  during  this  process.  The  IRB,  which  consists  of  high- 
level  IRS  executives,  is  responsible  for  assessing  and  prioritizing  all  Information  Systems 
investments,  monitoring  progress  of  projected  spending  against  plans  and  evaluating  the 
results  of  those  investments. 

RECOMMENDATION:  Emphasize  to  those  designated  as  process  owners  the  need  for 
them  to  provide  the  business  requirements  necessary  to  develop,  lest,  and  implement  the 
new  customer  service  products  and  services. 

RESPONSE:  The  IRS  will  also  emphasize  the  need  for  process  owners  to  provide  the 
business  requirements  necessary  to  develop,  test  and  implement  all  new  products  and 
services.  This  will  be  accomplished  in  part  by  the  completion  of  the  IRS'  reengineering 
methodology  and  training.  The  IRS  will  also  emphasize  this  need  during  the  overall 
integration  of  process  improvement  and  reengineering  with  Modernization  that  is 
currently  underway. 

If  you  have  any  questions  concerning  our  comments,  please  do  not  hesitate  to  call  me  or 
Anne  Raffaelli,  National  Director  for  Legislative  Affairs,  at  622-3720. 


Sincerely, 


iJ^YuJUjiA.  k^O/-KA.J/y^ 


Margaret  Milner  Richardson 


October  1995 
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United  States  General  Accounting  Office 
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GAO 


United  States 

Genera]  Accounting  OtBce 

Washington,  D.C.  20648 


General  Government  Division 

B-261038 

October  10,  1995 

The  Honorable  Orrin  G.  Hatch 

Chairman 

The  Honorable  Bill  Bradley 

Ranking  Minority  Member 

Subcommittee  on  Taxation  and  IRS  Oversight 

Committee  on  Finance 

United  States  Senate 

The  Honorable  Richard  C.  Shelby 

Chairman 

The  Honorable  J.  Robert  Kerrey 

Ranking  Minority  Member 

Subcommittee  on  Treasury,  Postal  Service, 

and  General  Goverrunent 
Committee  on  Appropriations 
United  States  Senate 

The  Honorable  Nancy  L.  Johnson 

Chairman 

The  Honorable  Robert  T.  Matsui 

Ranking  Minority  Member 

Subcommittee  on  Oversight 

Committee  on  Ways  and  Mear\s 

House  of  Representatives 

The  Honorable  Jim  Lightfoot 

Chairman 

The  Honorable  Steny  H.  Hoyer 

Ranking  Minority  Member 

Subcommittee  on  Treasury,  Postal  Service, 

and  General  Government 
Committee  on  Appropriations 
House  of  Representatives 

The  Internal  Revenue  Service  (ttts)  is  undergoing  a  m^or  effort  to 
modernize  its  information  systems  and  restructure  its  organization.  This 
effort  includes  several  components,  one  of  which  iRS  calls  its  "customer 
service  vision."  The  vision  is  a  plan  for  improving  iRs'  interactions  with 
taxpayers  and  includes  combining  several  parts  of  irs'  field  organization 
into  23  customer  service  centers.  TTiese  centers  would  primarily  work  by 
telephone  to  provide  taxpayer  service,  distribute  forms,  collect  unpaid 
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taxes,  and  adjust  taxpayer  accounts.  They  would  absorb  current  iRS 
telephone  operations  and  attempt  to  convert  much  of  irs'  written 
correspondence  work  to  the  telephone. 

We  reviewed  the  progress  ms  has  made  toward  its  customer  service  vision 
because  of  the  magnitude  of  the  changes  being  undertaken,  the  potential 
for  improved  performance,  and  the  complexity  of  the  challenges  irs  must 
overcome  to  make  its  vision  a  reality.  This  report  was  not  prepared  at  the 
request  of  the  Committees,  but  as  part  of  our  continuing  efforts  to  provide 
information  and  sutalysis  to  improve  tax  administration.  The  report 
discusses  (1)  iRS'  goals  for  customer  service  and  its  plans  to  achieve  them, 
(2)  the  gap  between  current  performance  and  these  goals,  (3)  its  progress 
to  date,  (4)  current  management  concerns,  and  (5)  several  important 
challenges  irs  faces.  We  believe  the  report  will  be  useful  as  a  baseline  for 
assessing  ms'  progress  over  the  next  few  years. 

Rp<5i  ilts:  in  Rripf  "'^'  8°^  ^*"'  "^  customer  service  vision  are  to  (1)  provide  better  service  to 

taxpayers,  (2)  use  its  stEiff  and  facilities  more  efficiently,  and  (3)  raise  the 
level  of  compliance  with  the  tax  laws,  irs  plans  to  better  serve  taxpayers 
by  improving  their  accessibility  to  telephone  service  and  resolving  most 
problems  with  a  single  contact,  irs  expects  to  improve  its  efficiency  by 

(1)  having  fewer  work  locations  and  automated  workload  management, 

(2)  giving  customer  service  representatives  better  computer  resources  and 
nationwide  jiccess  to  taxpayer  accounts,  and  (3)  moving  work  currently 
done  by  correspondence  to  the  telephone,  irs  expects  to  improve 
compUance  by  answering  more  taxpayer  inquiries  and  having  more  timely 
data  to  foUow  up  on  compliance  problems. 

The  gap  between  irs'  current  operations  and  its  customer  service  vision  is 
very  great.  For  example,  ms  plans  to  improve  telephone  accessibility  by 
greatly  reducing  busy  signals  on  its  new  customer  service  telephone 
system.  In  contrast,  taxpayers  who  called  irs'  Taxpayer  Services  toll-free 
sites  in  fiscal  year  1994  got  busy  signals  73  percent  of  the  time. 

IRS  has  made  some  progress  toward  its  customer  service  vision,  including 
selecting  sites  for  the  new  centers,  experimenting  with  two  prototype 
sites,  and  beginning  operations  at  five  more  customer  service  centers. 
However,  implementation  still  has  far  to  go.  For  example,  as  of  June  30, 
1995,  orUy  925  of  an  eventual  22,240  staff  had  been  reassigned  to  customer 
service  centers.  The  new  computer  and  telephone  systems  planned  to 
support  customer  service  were  still  in  an  early  stage  of  development  and 
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testing.  KS  ofiBdals  recently  acknowledged  that  the  transition  would  last 
beyond  the  original  goal  of  full  operation  in  2001. 

A  lack  of  clarity  in  management  responsibilities  has,  to  some  extent, 
hampered  ms  in  implementing  its  customer  service  plans.  This  is  reflected 
both  at  the  senior  management  level  for  achieving  the  customer  service 
vision  and  at  lower  management  levels  for  specific  Tax  Systems 
Modernization  (tsm)  projects  crucial  to  the  vision. 

First,  because  the  work  units  and  related  resources  that  are  to  make  up 
the  new  customer  service  organization  currently  belong  to  two  separate 
IRS  organizations,  Managing  Accounts  and  Ensuring  Compliance,  there  is 
no  "owner"  in  terms  of  a  single  individual  responsible  for  the  success  of  all 
the  work  activities  and  resources  that  are  to  be  transferred  to  customer 
service.  iRS  officials  are  aware  of  the  potential  for  problems  related  to  the 
lack  of  ownership  for  customer  service  and  plan  to  resolve  the  issue  of  a 
single  owner  for  customer  service  within  the  next  few  months. 

Second,  at  lower  management  levels,  we  found  instances  in  which 
'products"  were  being  developed  for  use  in  the  customer  service  sites  that 
had  no  clearly  designated  process  owners.  Process  owners  are  responsible 
for  making  sure  new  products  are  successfully  integrated  into  the 
organizations  that  are  to  use  the  products.  To  illustrate,  an  ms  project 
office  is  charged  with  developing  numerous  interactive  telephone  systems 
to  allow  taxpayers  to  resolve  many  issues  without  speaking  with  an  iRS 
customer  service  representative.  Although  these  interactive  telephone 
systems  are  crucial  to  ms'  customer  service  vision,  one  of  the  systems  was 
developed  without  a  clearly  designated  owner.  However,  near  the  end  of 
the  pilot  test  for  the  one  system,  an  owner  was  designated.  This  was  over  2 
years  after  the  project  ofBce  began  the  design  and  development  of  the 
system. 

The  absence  of  an  owner's  involvement  during  project  development  could 
result  in  products  that  do  not  meet  the  owners'  operational  needs.  It  also 
puts  the  project  ofiice  in  the  position  of  either  making  decisions  that 
should  be  made  by  those  who  will  use  the  products  or  stopping 
development  In  this  one  case,  the  project  office  continued  with 
development,  and  irs  officials  told  us  that  no  axlverse  effects  resulted. 

Third,  we  identified  two  other  instances  in  which  iRS  officials  had  assumed 
ownership  roles  for  interactive  telephone  systems,  but  had  not  carried  out 
their  duties  to  establish  the  quality  measures  critical  to  evaluating  their 
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performance.  In  these  instances,  the  owners  did  not  provide  timely  input 
for  quality  measures.  After  testing  of  the  systems  had  begun,  the  owners 
called  for  additional  quality  measures,  resulting  in  a  delay,  irs  officials  said 
they  wanted  to  be  involved  earlier,  but  ongoing  workloads  prevented  them 
from  doing  so. 

The  management  issues  we  identified  have  not  had  serious  adverse  effects 
because  implementation  of  the  customer  service  vision  is  still  in  the  early 
stages.  However,  iRS  documents  showed  and  iRS  officials  confirmed  that 
there  was  confusion  about  who  should  be  assigned  as  an  owner  for  tsm 
projects  that  are  to  support  customer  service  operations  and  what  those 
owners'  responsibilities  should  be.  irs'  top  management  had  not  made 
clear  the  criteria  and  responsibilities  for  ownership  of  the  processes  in 
situations  that  include  projects  such  as  the  interactive  telephone  systems 
to  support  those  processes. 

To  achieve  its  customer  service  goals,  irs  will  have  to  overcome  several 
important  challenges  including  (1)  how  to  manage  the  transition  to  a 
different  organization  while  maintaining  ongoing  workload,  (2)  deciding 
how  much  to  expect  of  individuals  in  the  new  position  of  customer  service 
representative,  (3)  developing  and  effectively  using  new  information 
technology,  and  (4)  devising  ways  to  measure  the  work  of  the  new 
customer  service  centers  and  balance  their  competing  workloads. 


RnrWcrrniinH  '"  1986,  ms  began  to  modernize  its  technology  for  processing  tax  returns, 

^  enforcing  the  tax  laws,  and  assisting  taxpayers,  irs  was  several  years  into 

its  system  modernization  efforts  before  it  began  to  study  the  implications 
for  its  organization  and  work  processes.  In  response  to  suggestions  from 
us  and  others,  irs  decided  that  it  should  take  this  opportunity  to  redesign 
its  organization  and  processes  for  administering  the  tax  laws.  Hence,  tsm 
has  become  part  of  irs'  business  vision  for  both  technological  and 
organizational  change. 

IRS'  business  vision  includes  the  following  basic  organizational 
components:  (1)  subnussion  processing  centers  to  receive  paper  returns, 
correspondence,  and  other  tax  documents;  (2)  customer  service  centers  to 
interact  with  taxpayers  mainly  by  telephone;  (3)  district  offices  to  use 
face-to-face  contacts  to  assist  taxpayers  and  enforce  the  tax  laws;  and 
(4)  computer  centers  to  maintain  taxpayer  accounts,  process 
electronically  filed  returns,  and  receive  electronic  fund  transfers. 
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iRS'  customer  service  vision  is  a  plan  for  changing  the  way  ms  interacts 
with  taxpayers.  iRS  does  this  in  a  number  of  ways,  such  as  answering 
inquiries,  clarifying  and  correcting  tax  returns,  and  collecting  unpaid 
taxes.  The  agency  has  decided  that  these  interactions  are  too  ftagmentaiy 
in  its  current  organization  and  that  taxpayers  who  contact  ms  are  too  often 
told  to  call  or  write  to  other  offices.  It  thus  developed  a  plan  to 
consolidate,  in  23  customer  service  centers,  work  that  has  been  done  in  at 
least  70  organizational  units  in  44  locations,  including  much  work 
currently  done  by  correspondence. 

As  shown  in  figure  1 ,  this  consolidation  of  functions  involves  a  mzyor 
restructuring  of  ms  operations,  including  a  reduction  in  the  number  of  sUiff 
doing  customer  service  work  in  1994  from  about  29,000  to  an  estimated 
22,240  in  2001.  Customer  service  centers  would  absorb  the  functions  of 
toll-free  taxpayer  assistance  sites,  which  answer  calls  about  tax  law  and 
procedures,  taxpayer  accounts,  and  notices  that  taxpayers  receive  from 
IRS.  In  addition,  customer  service  centers  would  attempt  to  convert  to  the 
telephone  some  work  now  done  by  correspondence  in  the  collection, 
adjustment,  taxpayer  relations,  and  underreporter  branches  of  service 
centers.  Customer  service  centers  would  also  absorb  the  workload  of  the 
current  automated  collection  call  sites,  which  contact  taxpayers  to  secure 
payments  and  answer  calls  from  taxpayers  who  are  the  subjects  of 
collection  fictions.  Finally,  customer  service  centers  would  handle 
requests  for  tax  forms  in  lieu  of  the  current  forms  distribution  centers. 
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Figure  1:  Consolidation  of  IRS 
Customer  Service  Functions  and 
Reduction  of  Staff 


Taxpayer  service 

telephone  sites 
7.500  staff 


Automated  collection 

telephone  sites 
2.700  staff 


Service  centers 

(selected  branches) 

18.300  staff 


Fomr«  distritxjtion 

telephor>e  sites 

500  staff 


Note  Staff  numbers  are  approximate  and  include  bolfi  full-Iime  and  seasonal  employees  Staff 
peflorming  customer  service  work  are  to  t>e  reduced  from  a  1994  level  of  about  29,000  to  an  IRS 
estimate  ol  about  22.240  lor  2(X)1 

Source  IRS  Business  (Easier  Plan  and  Customer  Service  Staffing  Protections 


Objectives,  Scope, 
and  Methodology 


We  did  this  assignment  because  of  the  magnitude  of  the  changes  iRS  was 
planning  for  its  customer  service  activities.  Our  objectives  were  to 
describe  iRS'  goals  for  its  customer  service  vision  and  its  plans  for 
achieving  them,  determine  the  current  status  of  implementation,  and 
identify  mjuor  challenges  facing  iRS  in  moving  toward  its  vision.  To  gather 
information  on  these  objectives,  we 

reviewed  numerous  iRS  studies,  plans,  iRs'  National  Office  customer 
service  site  visit  reports,  and  training  materials.  The  key  documents  used 
as  baselines  for  following  the  progress  of  customer  service  were  iRS' 
September  1993  Business  Plan;  April  1994  Business  Master  Plan;  iRS  Future 
Concept  of  Operations,  Volume  V,  Customer  Service  Center,  August  1994; 
November  1994  Customer  Service  Implementation  Information;  and 
February  1995  draft  Integrated  Transition  Plan  for  Customer  Service; 
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interviewed  iRS'  National  OfBce  officials  responsible  for  customer  service 

and  related  technology  projects; 

reviewed  irs'  customer  service  workload  model  that  was  used  for 

forecasting  staff  needs  and  the  model  used  for  selection  of  customer 

service  sites,  and  discussed  the  latter  model  with  officials  of  iRS'  Office  of 

Cost  Analysis; 

interviewed  the  Assistant  Director  of  Negotiations  at  the  National 

Treasury  Employees  Union  (nteu)  who  represents  ms'  bargaining  unit 

employees; 

visited  three  of  the  seven  customer  service  centers  that  had  begun 

operations  as  of  June  30,  1995:  Nashville,  TN;  Fresno,  CA;  and  Cincinnati, 

OH;  and 

reviewed  related  reports  done  by  us,  iRS'  Internal  Audit,  and  the  National 

Research  Council. 

We  requested  comments  on  a  draft  of  this  report  from  the  Commissioner 
of  Internal  Revenue  or  her  designee.  On  August  21,  1995,  we  met  with  ms 
officials  to  obtain  their  comments  on  the  draft  iRs  representatives  at  that 
meeting  included  the  Assistant  Commissioner  for  Ta5q)ayer  Services;  the 
Customer  Service  Site  Executive;  the  Director,  Taxpayer  Service  Design 
and  Review;  and  the  Director,  Collection  Customer  Services.  Their 
comments  are  summarized  on  pages  24  and  25  and  incorporated  elsewhere 
in  the  report  where  £q)propriate. 

We  did  our  work  from  January  1994  to  June  1995  in  accordance  with 
generally  accepted  government  auditing  standards. 


Achieving  Customer 
Service  Goals  Is 
Expected  to  Benefit 
Both  Taxpayers  and 
IRS 


irs'  customer  service  goals  are  to  greatly  improve  both  its  service  to 
taxpayers  and  its  efficiency  in  using  resources.  iRS  also  expects  these 
improvements  to  contribute  to  a  higher  level  of  compliance  with  the  tax 
laws.  IRS  intends  to  achieve  these  goals  by  consolidating  several  ta}q>ayer 
interaction  functions  in  customer  service  centers,  giving  customer  service 
representatives  broad  traiiung  and  responsibility,  and  using  better 
technology.  iRs'  customer  service  vision,  if  achieved,  would  represent  a 
substantial  change  from  current  capabilities  and  performance. 
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Intended  Benefits  to 
Taxpayers  Are  Fewer 
Contacts  With  IRS  and 
Improved  Telephone 
Accessibility 


One  goal  of  the  customer  service  vision  is  to  resolve  95  percent  of 
taxpayer  inquiries  after  one  contact,  which  iRS  refers  to  as  itutial  contact 
resolution.  In  its  1993  Business  Plan,  which  describes  iRS'  business  vision, 
IRS  stated  that  its  interactions  with  taxpayers  were  fragmented  among  too 
many  organizational  units.  One  of  ms'  reasons  for  consolidating  taxpayer 
interaction  functions  is  its  perception  that  taxpayers  are  often  referred 
from  one  office  to  another  or  told  to  write  a  letter  to  resolve  their 
inquiries. 


The  difficulty  of  achieving  this  goal  and  of  measuring  its  achievement  is 
illustrated  by  one  of  iRs'  first  experiences  with  initial  contact  resolution  in 
1991.  By  giving  telephone  assistors  additional  computer  terminals  with 
access  to  taxpayer  accounts  and  more  authority  to  resolve  issues,  ms  tried 
to  reduce  the  contacts  taxpayers  had  to  make  to  resolve  questions  about 
their  accounts.  However,  we  reported  that  irs  was  not  reliably  measuring 
its  performance  in  this  area.'  For  fiscal  year  1993,  ms  reported  achieving 
96-percent  initial  conUict  resolution  for  these  types  of  calls,  but  we  found 
that  about  80  percent  of  a  small  sample  of  these  callers  had  to  make 
additional  contacts  to  resolve  their  account  concerns.  iRS  acknowledged 
that  its  methodology  for  measuring  initial  contact  resolution  was  flawed 
and  agreed  to  develop  a  more  accurate  way  to  measure  initial  contact 
resolution  for  all  types  of  calls. 

IRS  intends  to  reach  its  initial  contact  resolution  goal  by  bringing  functions 
together  in  customer  service  centers,  giving  its  representatives  broader 
responsibihty  and  authority,  and  giving  them  better  technological  tools 
with  easy  access  to  the  needed  data. 

Another  ms  goal  is  to  improve  telephone  accessibility.  Currently,  many 
taxpayers  find  it  difficult  to  reach  ms  by  telephone.  In  fiscal  year  1994, 
73  percent  of  all  call  attempts  received  busy  signals,  ms'  Tele-Tax,  an 
automated  system  in  which  taxpayers  can  listen  to  selected  topic  tapes 
and  get  refund  status  information  did  better,  recording  busy  signals  only 
13  percent  of  the  time. 

irs'  business  vision  for  customer  service  centers  calls  for  greatly  reducing 
busy  signals.  Callers  would  be  satisfied  by  an  automated  response 
program,  reach  a  representative  immediately,  be  put  on  hold,  or  leave  a 
message  to  be  called  back.  iRs'  plans  call  for  having  automated  response 
programs  resolve  up  to  45  percent  of  inquiries  without  intervention  by  a 


'Tax  Administralion:  Better  Measures  Needed  to  Assess  Progress  of  IRS'  One-Stop  Service 
(GAO/GGD  94-131.  Aug  29.  1994). 
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representative,  ms  has  an  automated  system  that  should  allow  it  to  route 
calls  around  the  nation  to  balance  peak  and  slack  times  in  different  areas. 
However,  cor\sidering  the  shortcomings  of  current  telephone  accessibility 
to  IBS,  achievement  of  full  accessibility  is  an  ambitious  goal. 


Intended  Benefit  to  IRS  Is 
Greater  Efficiency  in  Using 
Resources 

Work  to  Be  Combined  at  Fewer 
Locations  and  Workload 
Distributed  Nationally 


In  addition  to  providing  improved  service  to  taxpayers,  ms  plans  to 
achieve  efficiencies  of  personnel  and  facilities  use  by  combining  functions, 
providing  better  data  smd  technology  to  customer  service  representatives, 
and  moving  most  of  the  correspondence  work  to  the  telephone. 

The  23  customer  service  centers  are  expected  to  assume  the  workload 
currently  done  at  32  taxpayer  services  toll-free  sites,  23  automated 
collection  call  sites,  3  toll-free  forms  distribution  sites,  and  several 
branches  in  the  10  irs  service  centers,  such  as  attjustments  and  collection. 
In  many  locations,  existing  operations  are  to  be  consolidated  to  form  the 
customer  service  centers,  but  operations  would  be  closed  at  21  locations 
that  currently  house  14  taxpayer  services  sites,  9  collection  sites,  and  2 
forms  distribution  sites.  (See  app.  I.) 

Existing  irs  operations  have  drawn  their  workloads  from  geogra{)hicaUy 
defined  service  areas;  until  1995,  employees  had  limited  access  to  taxpayer 
data  outside  their  service  areas.  When  dealing  with  a  taxpayer  from 
another  area,  they  had  to  request  data  from  the  irs  service  center 
responsible  for  that  area  and  recontact  the  taxpayer.  In  early  1995,  iKS 
implemented  a  networking  procedure  among  the  10  service  center 
computers  so  that  customer  service  representatives  could  have  on-line 
access  to  some  taxpayer  account  data  nationwide,  rather  than  only  within 
their  service  areas,  irs  plans  to  give  its  customer  service  representatives 
additional  on-line  access  to  taxpayer  data  nationwide,  ms  also  has  an 
automated  system  that  routes  calls  nationwide  when  one  area  is 
overloaded,  and  plans  for  the  system  to  route  specific  calls  and  assign 
compliance  cases  on  a  nationwide  basis  to  those  customer  service 
representatives  that  have  the  appropriate  level  of  expertise  to  resolve  the 
taxpayer's  concern.  Its  goal  is  to  even  the  workload  as  much  as  possible 
and  use  personnel  efficiently. 

IRS  has  projected  that  taxpayer  interaction  work  now  done  by  about  29,000 
people  will  be  done  by  about  22,240  at  customer  service  centers.  Under  a 
redeployment  understanding  with  the  nteu,  irs  intends  to  gradually 
reassign  employees  to  customer  service  centers  from  current  positions 
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Customer  Service  Centers  to 
Have  Improved  Technology  and 
Access  to  Data 


that  are  being  eliminated,  ms  expects  the  planned  reduction  to  occur 
through  attrition. 

IRS  employees  interacting  with  taxpayers  have  often  lacked  easy  access  to 
information  needed  to  resolve  cases.  This  has  not  been  just  a  geogrs^hic 
limitation,  but  also  a  result  of  fragmentation  of  taxpayer  data  into 
stand-alone  systems  that  currently  store  different  taxpayer  data.  Also,  the 
current  systems  are  not  very  user  friendly  because  they  require  extensive 
knowledge  of  procedures  and  conunand  codes. 


Customer  Service  Centers 
Would  Attempt  to  Convert  Most 
Correspondence  Work  to  the 
Telephone 


IRS  intends  to  provide  its  customer  service  representatives  with  on-line 
access  to  a  national  database  encompassing  all  the  taxpayer's  account 
data  and  reference  information  needed  to  resolve  most  taxpayer  accounts. 
In  addition,  new  case  processing  software  should  help  representatives 
work  through  cases  more  efficiently.  Using  a  taxpayer's  social  security 
number  to  obtain  case  history  information,  the  software  should 
automatically  assemble  the  relevant  information  on  screen,  provide 
questions  and  prompts  for  the  representative,  and  perform  calculations  for 
updating  the  account  irs  is  moving  toward  this  goal  by  first  developing  an 
Integrated  Case  Processing  (icp)  project  that  Unks  together  existing 
information  systems  and  helps  representatives  use  them. 

In  fiscal  year  1994,  irs  service  centers  received  over  21  million  pieces  of 
correspondence  from  taxpayers,  irs  has  made  progress  in  recent  years  in 
handling  its  correspondence.  However,  we  reported  in  1994  that  iRS  still 
had  problems  with  timeliness,  inadequate  responses,  and  repeat 
correspondence  on  the  same  subject^ 


One  important  assumption  in  the  customer  service  vision  is  that  most 
correspondence  work  from  service  centers  can  be  converted  to  telephone 
and  that  this  conversion  will  increase  the  productivity  of  iRS'  staff.  As  of 
June  30,  1995,  the  Fresno,  CA,  Customer  Service  Center  had  substantial 
experience  in  converting  correspondence,  and  the  Cincinnati,  OH, 
Customer  Service  Center  had  just  begun.  iRS  has  calculated  that  the  Fresno 
prototype  Customer  Service  Center,  working  by  telephone,  has  been  at 
least  twice  as  productive  as  the  service  center  adjustments  branch, 
working  by  correspondence.  However,  the  director  of  the  study  noted  that 
the  range  of  inquiries  handled  by  the  customer  service  center  may  not 
have  been  as  complicated  as  at  the  adjustments  branch.  In  addition,  the 
study  showed  that  the  cost  to  process  inquiries  was  lower  using  the 


^Tax  Adnxiniatration:  More  Improvement  Needed  in  IRS  Correspondence  (GAO/GGD-94-U8,  June  1, 


GAQ/GGD-96' :  Joatomer  Service 


518 


customer  service  approach;  however,  telephone  charges  were  not  factored 
in  the  cost  Thus,  while  converting  work  from  written  correspondence  to 
the  telephone  appears  on  the  surface  to  be  more  e£Bcient  and  less  costly, 
the  extent  of  savings  from  this  approach  is  stiU  unknown. 

Success  in  converting  correspondence  to  the  telephone  may  require  that 
IRS  have  authority  to  resolve  more  issues  based  on  oral  evidence  &x)m 
taxpayers  rather  than  signed  statements.  Presently,  some  oral  evidence  is 
acceptable  for  such  issues  as  penalty  abatements  up  to  a  certain  dollar 
amount  An  ms  official  told  us  that  ms  might  need  legislation  to  remove 
some  of  the  existing  requirements  for  written  evidence  to  meet  its 
workload  conversion  goal.  Achieving  this  goal  would  also  depend  on  the 
willingness  of  taxpayers  to  resolve  issues  by  telephone,  which  in  turn  may 
depend  on  the  accessibility  of  the  telephone  service.  If  irs  does  not 
succeed  in  converting  a  large  percentage  of  correspondence  worldoad  to 
the  telephone,  it  will  need  to  retain  more  people  than  it  is  currently 
projecting  to  handle  this  workload. 


Intended  Revenue  Benefit 
Is  Improved  Compliance 
With  Tax  Laws 


IRS  has  stated  that  achievement  of  its  customer  service  vision  will 
contribute  to  improved  compliance  with  tax  laws,  nss  believes  that 
compliance  will  improve  as  a  result  of  ( 1)  improved  service  to  taxpayers 
and  (2)  earlier  access  to  taxpayer  data  that  will  allow  irs  to  follow  up  on 
unreported  or  underreported  income  and  other  problems  with  returns. 
Eku-lier  access  would  come  frtjm  the  improved  technology  expected  for 
processing  returns  and  checking  the  retunis  against  information  from 
employers  and  other  reporting  sources  at  the  time  the  return  is  filed,  ms 
estimates  that  through  increased  voluntary  compliance,  to  which  customer 
service  will  contribute,  and  increased  enforcement  efforts,  overall 
compliance  will  increase  from  86.4  to  87.2  percent  by  1997.  ms  estimates 
that  the  increase  would  generate  about  $6.7  billion  more  tax  revenue  in 
1997  ttian  in  1994. 


IRS  Has  Made 
Progress  Toward  Its 
Customer  Service 
Vision,  but  Still  Has 
Far  to  Go 


IRS  has  described  its  customer  service  vision  in  various  planning 
documents  associated  with  its  modernization  effort,  such  as  its  Future 
Concept  of  Operations.  It  has  also  selected  sites  for  its  customer  service 
centers,  experimented  with  prototype  centers,  projected  staffing  needs, 
developed  a  schedule  for  start-up  operations,  and  formulated  a  plan  for 
progressively  expanding  the  workload  of  new  centers.  As  of  June  30, 1995, 
the  actual  implementation  of  the  customer  service  vision  was  still  in  an 
early  stage. 
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IRS  Has  Selected  Sites, 
Experimented  With 
Prototypes,  and  Initiated 
Linuted  Operations 


In  December  1993,  ms  announced  the  locations  of  future  customer  service 
centers.  These  included  all  10  current  service  centers  and  13  of  the  35 
locations  where  collection  and/or  taxpayer  services  were  conducted  by 
telephone.  The  23  locations  chosen  and  the  21  locations  where  telephone 
operations  are  to  be  discontinued  are  hsted  in  appendix  1. 

In  January  1994,  ms  initiated  the  Fresno  Service  Center  as  the  prototype 
site  for  experimenting  with  customer  service  operations  at  a  service 
center,  and  the  Nashville  district  as  the  prototype  for  creating  a  customer 
service  center  out  of  existing  taxpayer  services  (tps)  and  automated 
collection  service  (acs)  operations.  According  to  irs'  implementation  plan, 
these  two  types  of  centers  would  foUow  different  paths  of  development, 
but  would  eventually  come  to  perform  most  of  the  same  functions.  In  late 
1994,  IRS  began  customer  service  operations  on  a  small  scale  at  the 
Cincinnati,  OH,  and  Brookhaven,  NY,  Service  Centers,  and  in  early  1995,  at 
the  Kansas  City,  MO;  Andover,  MA;  and  Philadelphia,  PA;  Service  Centers. 


Transition  to  Customer 
Service  Has  Just  Begun 


iRs'  transition  to  the  customer  service  vision  is  proceeding  more  slowly 
than  onginally  foreseen.  The  1993  Business  Plan  estimated  that  10,000  of 
the  eventual  22,240  customer  service  employees  would  be  on  site  by  the 
end  of  fiscal  year  1996,  with  centers  fully  operational  in  2001.  While  irs  still 
plans  to  begin  operations  at  all  23  locations  by  the  end  of  1996,  the  scope 
of  their  work  will  be  limited,  and  current  plans  call  for  about  5,000  staff  in 
place.  IRS  now  expects  full  transition  to  occur  some  time  after  20D1. 

Several  indicators  of  iRS'  progress  in  reorganizing  for  customer  service  are 
summarized  as  follows: 

IRS  intends  to  set  up  23  customer  service  centers,  with  staffs  varying  li-om 
186  to  2,609.  Each  center  requires  site  preparation,  acquisition  of  furniture 
and  equipment,  installation  of  software  and  ti^lecommtmications 
equipment,  and  training  of  staff.  As  of  June  30,  1995,  7  centers  had  begun 
operations,  3  of  which  had  fewer  than  80  staff  to  perform  very  limited 
workloads. 

IRS  intends  to  discontinue  telephone  operations  at  21  locations,  which 
include  14  taxpayer  services  telephone  sites,  9  collection  call  sites,  and  2 
forms  distribution  sites.  As  of  June  30,  1995,  it  had  closed  6  locations. 
Figure  2  summarizes  the  reorganization  of  iRS  telephone  operatior\s 
foreseen  in  the  customer  service  plan. 


GAO/GGD-96-3  Customer  Service 


520 


Rgure  2:  IRS'  Plans  to  Consolidate 
Telephone  Operations 


Locations 
2S  - 


Closings  Con' 

Status  as  of  6/30/95 


Action  talten 
Planned 


Note:  Conversions  are  tiiose  locations  where  one  or  more  existing  telephone  operations  are  t)eing 
nnerged  into  a  new  customer  service  center 

Source  IRS  documents 


IRS  intends  to  redeploy  22,240  staff  to  customer  service  centers.  As  shown 
in  figure  3,  about  925  of  these  staff  were  in  place  on  June  30,  1995. 
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Rgura  3:  IRS'  Plans  to  Redeploy  Staff 
to  Customer  Service 


Staff  to  be  re<leployed 

25.000   - 


999  2000 


End  of  fiscal  year 


Source:  IRS'  Customer  Service  Implementation  Inlormalion.  Nov  1994 


IRS  has  not  yet  estimated  the  volume  of  correspondence  it  expects  to 
convert  to  telephone  work.  Only  Fresno  had  attempted  any  conversion  at 
the  time  of  our  review,  and  ms  had  conducted  a  study  to  assess  the  effect 
of  FYesno's  initial  efforts.  The  study  concluded  that  these  efforts  may  have 
reduced  the  service  center's  correspondence  receipts  related  to  selected 
notices  by  about  91,000,  from  600,000  to  509,000.  According  to  an  res  study, 
the  Fresno  ac^ustments  branch  recorded  a  15-percent  decline  in  incoming 
correspondence  after  ms  began  including  the  customer  service  center's 
telephone  number  on  outgoing  notices.  Fresno  planned  to  expand  its 
conversion  efforts  in  1995,  and  initial  efforts  were  also  plaiwed  at  some 
new  customer  service  centers. 

As  a  transitional  approach  to  case  processing,  ms  is  developing  the  icp 
project.  ICP  is  being  developed  in  four  increments.  The  first  increment  has 
been  tested  at  Nashville,  and  the  development  and  testing  of  the  next  two 
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increments  are  scheduled  through  1997.  Scheduling  for  increment  four  has 
not  yet  been  determined.  The  system  is  to  be  modified  fcr  use  with  a 
planned  new  comprehensive  database  of  taxpayer  information. 


Management 
Responsibilities  for 
Customer  Service  Are 
Not  Clear 


IRS  has  been  hampered  to  some  extent  in  implementing  its  customer 
service  plans  by  a  lack  of  clarity  in  management  responsibilities.  This  is 
reflected  both  at  the  senior  management  level  for  achieving  the  customer 
service  vision  and  at  lower  management  levels  for  specific  tsm  projects 
crucial  to  the  vision.  The  lack  of  clarity  at  both  management  levels  can  be 
traced  to  ms'  current  organizational  structure,  which  does  not  fully 
conform  to  the  plans  for  the  customer  service  vision,  but  uncertainty 
about  how  to  implement  iRS'  new  core  business  systems  management 
jqjproach  has  also  contributed  to  the  confusion.' 

iRs'  ofGcials  have  a  plan  that,  if  timely  and  thoroughly  implemented,  should 
clearly  identify  responsibilities  at  the  senior  management  level. 

An  integral  part  of  irs'  core  business  system  approach  is  its  requirement 
for  designation  of  "owners"  of  each  core  business  system  and  the 
underlying  subsystems  and  processes,  irs  has  defined  an  owner  as  an 
individual  assigned  to  be  responsible  and  accountable  for  aU  the  activities 
associated  with  a  core  business  system,  subsystem,  or  process.  TTus 
responsibility  often  includes  establishing  business  requirements,  setting 
quality  measures,  and  overseeing  the  development  of  new  products  and 
services  intended  to  enhance  the  performance  of  the  core  business  system 
in  meeting  taxpayers'  needs. 

IRS  has  designated  owners  for  the  six  core  business  systems  £md  for  most 
of  the  subsystems  and  processes  that  comprise  tlie  m^ority  of  irs' 
activities.  Two  of  these  core  business  systems.  Managing  Accounts  and 
Ensuring  Compliance,  include  the  subsystems  and  processes  that  are  to  be 


5  system,  as  IRS  uses  the  term,  refers  to  a  closely  related  set  of  business  pirjceases. 
defined  in  terms  of  a  customer's  needs  For  example,  the  Managing  Accounts  core  business  system 
includes  all  the  steps  involved  in  collecting  taxpayer  account  information,  maintairuitg  it,  rtkI 
providing  it  to  the  taxpayer  and  IRS  employees  who  need  it  A  few  of  these  steps  are  (I)  answering 
taxpayers'  tax  law  questions,  (2)  processing  taxpayers'  returns,  (3)  sending  taxpayers  notices  when 
errors  are  made  and  more  taxes  are  due,  and  1,4)  answering  taxpayers'  questions  about  theiraccuunts 
and  making  changes  to  the  accounts  in  IRS'  rtcortls 


GAO/GGD-M.3  Customer  Service 


523 


transferred  to  customer  service.*  Thus,  the  subsystems  and  processes  that 
are  to  make  up  customer  service  are  divided  between  two  current  iRS  core 
business  systems.  (As  the  boundaries  of  the  two  functional  organizations 
involved,  Taxpayer  Services  and  Compliance,  are  identical  to  the  core 
business  system  boundaries,  customer  service  responsibilities  are  split 
between  the  functional  organizations  also.) 

Because  nss'  current  organizational  structure  does  not  match  the  structure 
planned  for  customer  service,  no  owner  for  the  emerging  customer  service 
organization  has  yet  been  designated.  The  result  is  that  responsibility  for 
carrying  out  the  many  projects  and  tasks  necessary  to  work  toward  the 
goals  of  the  customer  service  vision  is  divided  between  two  iRS 
organizations,  which  are  headed  by  two  different  senior  managers  called 
chiefe,  who  are  also  responsible  for  directing  current  returns  processing, 
taxpayer  services,  examination,  and  collection  activities. 

The  divided  ownership  of  the  components  of  the  customer  service  vision 
also  raises  the  question  of  how  the  new  customer  service  organization  that 
will  emerge  as  more  sites  are  rolled  out  will  be  managed.  Traditionally,  iRS 
offices  that  carried  out  the  service  activities  being  combined  at  customer 
service  sites  have  been  part  of  a  district  and/or  regional  office,  with  the 
National  Office  providing  policy  guidance  and  oversight  However, 
significant  changes  have  recently  been  made  in  both  the  number  and 
responsibilities  of  res'  District  and  Regional  offices.  And,  in  some 
instances,  components  of  iRs'  National  Office  have  been  structured  in  such 
a  way  that  they  have  greater  control  over  field  operations  than  has 
traditionally  been  the  case.  tRs'  top  leaders  will  have  to  decide  which  office 
will  have  responsibility  for  the  emerging  customer  service  organization 
and  who  is  to  lead  it. 

IRS  officials  are  aware  of  the  potential  problems  associated  with  the 
divided  ownership  of  the  components  planned  for  customer  service  and 
plan  to  address  them  soon.  The  Customer  Service  Site  Executive  told  us 
thEit  a  group  of  executives  had  been  selected  to  study  the  issue  and  make 
reconunendations  on  how  to  deal  with  it 

The  issue  we  identified  at  management  levels  below  the  chiefs  deals  with 
IRS  assigning  process  owners  responsibility  for  seeing  that  specific 

*IRS"  tiadiUomd  funcUonaJ  organization  continues  to  exist  along  with  the  structure  resulting  from  the 
core  business  systems  approach.  For  example,  the  functional  organization  called  Tajcpayer  Services  is 
synonymous  with  the  Managing  Accounts  core  business  system  and  their  organizational  boundaries 
are  identical  Compliance,  the  other  functional  organization  involved  in  customer  service,  is 
synonymous  with  the  core  business  system  called  Ensuring  Compliance  and  this  functional  and  core 
business  system  pair  also  have  identical  boundaries 
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products  and  services  needed  to  further  the  customer  service  goals  are 
successfully  carried  out  and  making  sure  process  owners  who  have  been 
assigned  effectively  carry  out  their  responsibilities.  Assigning  process 
owners  at  the  operational  level  has  been  difficult  because  there  was 
confusion  about  who  they  should  be  and  what  their  specific  roles  and 
responsibilities  should  be,  especially  in  activities  involving  more  than  one 
core  business  system. 

IRS  did  not  assign  a  process  owner  for  its  Voice  Balance  Due  (vbd) 
interactive  telephone  system  until  late  in  its  development,  thus  risking  the 
need  for  changes  late  in  the  development  process.^  The  vbd  system  cuts 
across  the  Managing  Accounts  and  Ensuring  Compliance  core  business 
systems,  ms  officials  told  us  that  in  cases  where  core  businesses  overlap 
there  has  been  confusion  about  who  the  owner  should  be.  In  the  case  of 
the  VBD  system,  Managing  Accounts  personnel  told  us  they  owTied  it,  but 
because  the  system  includes  collection  activities,  the  Customer  Service 
Site  Executive's  Office  believed  the  system  belonged  to  Ensuring 
Compliance.  However,  the  Director  of  Ensuring  Compliance  said  that  his 
office  was  not  the  owner  of  the  project,  although  it  had  been  involved. 

IRS  officials  in  the  Telephone  Routing  Interactive  System  (TRis)  Project 
Office,  the  developer  of  the  new  telephone  systems,  told  us  that  they 
needed  to  have  process  owner  input  for  the  vbd  quality  measures  so  that 
they  could  plan  and  collect  the  management  data  needed  to  measure  the 
system's  performance,  tris  officials  also  told  us  they  did  the  best  they 
could  to  determine  the  management  data  needed  for  the  pilot  test. 

Near  the  end  of  the  pilot  test,  in  June  1995,  iRS  assigned  the  Assistant 
Commissioner  for  Taxpayer  Services — a  proce.ss  owner — responsibility 
for  all  the  interactive  systems,  including  the  vbd.  This  was  over  2  years 
after  the  tris  Project  Office  began  the  design  and  development  of  the  vbd. 
As  a  process  owner,  the  Assistant  Commissioner  for  Taxpayer  Services  is 
responsible  for  coordinating  the  requirements  and  overseeing  the 
development  for  all  interactive  telephone  systems,  including  those  that 
involve  more  than  one  core  business  system.  Although  irs  officials  told  us 
the  VBD  system  was  working  well,  they  agreed  that  owners  should  be 
clearly  designated  early  in  the  design  of  systems  to  make  sure  they  will 
meet  the  needs  of  the  customer  service  sites  and  the  taxpayers  who  will 
use  them. 


^VBD  is  one  of  30  interactive  telephone  systems  being  developed  by  IRS.  This  system  is  intended  to 
allow  ehglble  taxpayers  to  establish  an  installment  agreement  for  taxes  due  without  contacting  an  [RS 
customer  service  representative 
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In  the  case  of  two  other  interactive  telephone  systems,  the  Refund  and 
Location  systems,  officials  in  the  Managing  Accounts  Core  Business 
System  assumed  the  role  of  owner,  but  did  not  provide  the  tris  Project 
Office  with  timely  input  in  developing  quahty  measures.  Quality  measures 
are  important  because  iRS  plans  to  use  the  measures  to  detennine  the 
success  of  the  new  systems  and  whether  to  implement  them  in  the  field. 
To  avoid  delays  in  development,  the  tris  Project  Office  established  quality 
measures  and  began  testing  the  systems  based  on  those  measures.  About  3 
weeks  into  the  30-day  test  period,  the  owners  required  that  additional 
measures  be  tested,  and  the  pilot  period  was  extended  for  at  least  30  days. 
Managing  Accounts  officials  who  worked  on  the  quahty  measures  said  that 
they  wanted  to  be  involved  with  tris  earUer,  but  that  their  ongoing 
workload  prevented  them  from  doing  so. 

irs'  top  management  has  not  made  clear  the  criteria  for  selecting  owners 
and  what  their  roles  and  responsibilities  are  to  be.  This  is  particularly 
important  in  situations  where  tsm  projects  such  as  the  interactive 
telephone  systems  involve  more  than  one  core  business  system. 


Challenges  Facing  IRS 


In  reviewing  ms'  early  progress  toward  its  customer  service  vision,  we 
identified  four  important  challenges  that  iRS  must  cope  with  and  which  we 
intend  to  monitor  (1)  how  to  manage  the  transition  to  a  substantially 
different  organization  while  meeting  ongoing  workload  demands,  (2)  how 
to  define  the  responsibihties  of  customer  service  representatives  to 
achieve  a  successful  balance  of  generalization  and  specialization,  (3)  how 
to  realize  the  expected  benefits  of  new  technology,  and  (4)  how  to 
measure  success  and  balance  multiple  workload  goals  in  the  new  centers. 


Managing  Transition  to 
Customer  Service  Centers 
While  Meeting  Ongoing 
Workload  Demands 


One  of  the  challenges  iRS  faces  will  be  managing  the  transition  to  the 
customer  service  vision  while  continuing  to  meet  the  ongoing  worklo2id 
demands  of  answering  taxpayer  inquiries,  managing  taxpayer  accounts, 
and  collecting  unpaid  taxes.  E^h  group  of  employees  who  are  redeployed 
as  customer  service  representatives  requires  classroom  and  on-the-job 
training  before  the  group  can  assume  its  share  of  the  workload.  Classroom 
training  time  for  recent  start-up  operations  has  varied  fi-om  5  to  9  weeks, 
depending  on  the  prior  experience  of  employees.  An  res  official 
responsible  for  customer  service  did  not  know  at  the  time  of  our  review 
how  much  training  would  be  needed  for  the  full  scope  of  a  customer 
service  representative's  responsibilities. 
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IRS  intends  to  gradually  close  telephone  operations  at  21  locations  through 
1999,  in  the  meantime  keeping  them  adequately  staffed  to  handle  their 
share  of  the  ongoing  workload.  In  the  spring  of  1995,  concerned  about 
premature  attrition  at  the  sites  scheduled  for  closing,  ms  responded  by 
hiring  temporary  employees  who  do  not  have  redeployment  rights. 


Determining  the  Scope  of 
Customer  Service 
Representatives' 
Responsibilities 


The  customer  service  representative  position  has  potentially  very  broad 
responsibilities,  involving  such  things  as  (1)  answering  some  tax  law 
questions,  (2)  soliciting  information  from  taxpayers  and  adjusting 
accounts,  (3)  helping  taxpayers  arrange  payment  plans,  (4)  contacting 
taxpayers  to  obtain  payments,  and  (5)  answering  calls  from  taxpayers  who 
have  been  subject  to  collection  actions.  Experience  at  the  two  prototype 
centers  demonstrated  the  pitfalls  of  expecting  too  much  too  soon  of  the 
representatives. 

Nashville,  which  has  both  taxpayer  services  and  automated  collection  call 
sites,  tried  to  achieve  maximum  versatility  of  the  customer  service 
representatives  in  its  prototype  by  creating  a  position  with  custtimer 
service  expertise  in  collection  work,  taxpayer  account  work,  and  tax  law- 
matters.  This  involved  cross  training  or  "blending"  some  of  the  employees 
from  the  two  call  sites.  After  experiencing  some  siccuracy  and  productivity 
problems,  Nashville  adopted  less  ambitious  goals  for  blending  functions, 
returning  to  a  division  of  responsibihty  among  its  customer  service 
representatives. 

Fresno's  prototype,  based  at  a  service  center,  focused  primarily  on 
responding  to  some  of  the  service  center's  written  inquiries  by  telephone. 
It  also  tried  to  broaden  its  workload  by  accepting  some  ta;\  law  inquiries 
from  neighboring  taxpayer  services  sites.  However,  although  the  customer 
service  representatives  received  some  traiiung  in  tax  law,  they 
nevertheless  experienced  difficulties  with  the  tax  law  questions,  and 
Fresno  has  since  discontinued  this  workload. 

While  IRS  intends  that  the  case  processing  software  it  is  developing  will 
provide  guidance  to  customer  service  representatives,  its  expectations  of 
them  \vill  nevertheless  be  substantial.  In  training  and  assigning  work  to 
them,  IRS  will  have  to  find  a  balance  between  generalization  and 
specialization.  Expecting  each  representative  to  handle  any  issue  that 
comes  along  could  result  in  many  mistakes.  On  the  other  hand,  too  much 
division  of  responsibility  could  undermine  the  flexibihty  needed  for 
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effldent  operations  and  the  goal  of  providing  one-stop  service  to 
taxpayers. 

ws'  task  is  complicated  by  the  redeployment  understanding  it  reached  with 
NTEU.  One  of  the  considerations  in  filling  customer  service  positions  is  that 
preference  must  be  given  according  to  the  seniority  of  employees  whose 
jobs  will  be  adversely  affected  by  reorganization.  WhUe  some  of  these 
employees  work  at  the  current  taxpayer  services  and  collection  call  sites, 
more  than  half  are  in  service  center  positions  that  do  not  involve 
telephone  interaction  with  taxpayers.  Much  of  the  workload  encountered 
will  be  new  to  these  employees,  as  weU  as  the  environment  of  working  by 
telephone,  ks  found  that  many  of  the  employees  who  exercised 
redeployment  ri^ts  for  the  initial  customer  service  start-up  operations 
lacked  relevant  experience  and  needed  considerable  training. 


Success  in  Customer 
Service  Depends  on 
Success  With  Information 
Technology  Projects 

Telephone  Routing  Interactive 
Systems 


The  potential  effectiveness  of  customer  service  centers  will  depend 
considerably  on  the  successful  j^pUcation  of  irtformation  technology.  iRS' 
vision  for  customer  service  reUes  direcUy  on  two  tsm  projects,  tris  and  icp, 
and  indirectly  on  several  others,  such  as  Electronic  Filing  and  the 
Document  Processing  System. 

IRS  is  installing  new  telephone  equipment  that  greets  callers  with  recorded 
messages.  Taxpayers  are  able  to  choose  firom  menus  to  route  themselves 
to  the  appropriate  source  of  assistance.  This  equipment  allows 
management  to  monitor  call  volumes  on  specific  subjects  and  adjust 
staffing  to  reduce  waiting  time.  In  addition,  iRS  is  developing  interactive 
systems  that  should  allow  taxpayers  to  accomplish  various  actions 
without  speaking  to  a  customer  service  representative. 

This  equipment  has  been  in  use  at  some  taxpayer  services  sites  in  recent 
years.  iRS  experience  has  shown  that  a  large  msyority  of  callers  do  use  the 
menus  to  route  their  calls,  thus  reducing  the  need  for  a  group  of 
representatives  known  as  "screeners"  who  would  identify  the  nature  of  a 
taxpayer's  inquiry  and  transfer  it  to  the  appropriate  area  for  resolution. 
However,  iRS  studies  have  also  shown  that  the  success  of  such  programs  is 
very  sensitive  to  menu  design.  In  1994,  for  example,  some  features  of  the 
menus  increased  the  amount  of  time  callers  spent  listening  to  menu 
options  and  also  increased  the  percentage  of  caUers  who  opted  for  a  Uve 
receptionist  instead  of  routing  themselves.  iRS  is  attempting  to  refine  its 
menus  to  minimize  these  problems. 
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IRS  anticipates  using  interactive  programs  for  about  30  different  purposes. 
As  of  June  30,  1995,  two  programs  had  been  in  use  for  some  time 
nationwide:  interactive  menus  for  self -routing  of  calls  and  recorded  tax 
law  information/refund  status  (Tele-Tax).  Testing  was  completed  on  three 
additional  programs  in  June  1995  at  the  Nashville  prototype  and  are  now 
being  evaluated.  They  include  one  to  be  used  by  taxpayers  who  receive 
notices  of  taxes  owed.  iRS  plans  to  offer  taxpayers  who  select  this  option  a 
chance  to  arrange  for  an  extension  of  their  payment  due  date  or  an 
installment  payment  plan. 

IRS  expects  that  these  interactive  programs  will  be  able  to  handle  many 
routine  taxpayer  inquiries  and  transactions  without  assistance  from  a 
customer  service  representative.  This  would  give  representatives  more 
time  to  handle  more  complicated  mquiries  and  work  on  compliance  issues, 
such  as  unreported  or  underreported  income,  improperly  completed 
returns,  and  unpaid  taxes,  irs  has  projected  that  46  percent  of  calls  can  be 
satisfied  by  interactive  programs.  However,  if  programs  are  not  well 
designed,  or  taxpayers  are  simply  reluctant  to  use  them,  representatives 
would  need  to  field  many  more  calls  than  anticipated,  and  productivity 
gains  could  be  reduced. 

Integrated  Case  Processing  irs  eventually  wants  its  customer  service  representatives  to  interact  with  a 

consolidated  database.  In  the  meantime,  iRS  is  developing  icp  to  overcome 
the  fragmentation  of  taxpayer  data  in  its  current  systems,  icp  is  being 
developed  in  four  increments  that  will  progressively  expand  the  capability 
of  representatives  to  interact  with  the  databases  for  taxpayer  accounts, 
collection,  examinations,  and  underreported  income,  icp  is  to  provide  a 
series  of  questions  and  prompts  to  help  representatives  work  through 
various  lands  of  taxpayer  issues,  as  well  as  make  queries  and  updates  to 
account  data  with  assurance  that  the  data  will  be  reconciled  among  the 
different  databases.  Under  icp,  irs  also  intends  to  develop  a  workload 
management  system  that  would  allocate  representatives'  time  to  various 
functions,  create  electronic  case  folders,  and  assign  cases  to 
representatives  who  have  been  certified  to  handle  the  issues  involved. 

As  of  June  30,  1995,  the  first  increment  of  !CP  had  been  piloted  at  Nashville, 
allowing  customer  service  representatives  to  access  existing  databases 
from  a  single  terminal.  Through  1998,  irs  plans  to  develop,  test,  and  install 
the  remaining  increments,  as  well  as  train  representatives  in  their  use.  icp 
includes  plans  to  transfer  irs  data  fi-om  its  existing  separate  databases  to 
its  eventual  consolidated  database.  Customer  service  producti\ity  would 
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Submission  Processing  Projects 
Also  Will  Affect  Customer 
Service 


be  reduced  if  icp  fails  to  deliver  the  data  access  and  analytical  capabilities 
envisioned  for  customer  service  representatives. 

iRs'  projections  of  customer  service  workload  are  dependent  on  certain 
TSM  projects  not  directly  used  by  customer  service  centers,  such  as 
electronic  filing  of  returns  and  electronic  scanning  of  paper  returns. 
Hectronically  filed  returns  contain  few  errors  compared  to  p^er  returns 
and  thus  should  generate  fewer  problems  to  be  resolved  by  customer 
service  representatives.  Similarly,  electronic  scanning  through  the 
Document  fh-ocessing  System  is  expected  to  reduce  data  input  errors  in 
processing  paper  returns.  iRS  expects  these  two  projects  to  replace  most  of 
the  manual  processing  of  tax  returns  and  greatly  reduce  errors. 

As  of  June  30, 1995,  results  of  these  projects  were  somewhat 
disappointing.  The  number  of  electronically  filed  returns  received  was 
running  17.8  percent  below  that  of  the  same  period  in  1994  (11.1  million 
compared  to  13.5  million  in  1994).  Attempts  to  use  scanning  equipment  to 
process  the  simplest  tax  returns  were  also  not  succeeding  as  planned.  The 
final  outcome  of  these  projects  will  not  be  known  for  several  years.  To  the 
extent  that  the  projects  fail  to  achieve  projected  re.sults,  the  follow-up 
workload  generated  for  customer  service  centers  will  be  greater  than 
anticipated.  This  would  mean  that  estimated  savings  in  staffing  and  costs 
may  not  accrue  to  the  degree  that  ms  had  envisioned.  In  response  to  our 
attempt  to  leam  how  shortcomings  with  certain  tsm  projects  could  affect 
customer  service,  ms  officials  told  us  that  a  statement  of  work  has  been 
written  to  contract  out  for  a  comprehensive  analysis  of  the  costs  and 
savings  associated  with  customer  service. 


Measuring  Success  and 
Managing  Competing 
Workload  Demands  in 
Customer  Service  Centers 


IRS  has  not  determined  all  of  the  indicators  by  which  success  in  customer 
service  centers  will  be  measured,  although  it  has  committed  itself  to  goals 
of  95-percent  initial  contact  resolution  and  near- 100  percent  accessibility.^ 
The  customer  service  centers  are  to  combine  work  that  is  currently  done 
in  several  different  organizational  components  of  irs.  [Rs  has  recognized 
that  simply  transplanting  the  workload  priorities  and  performance 
measm^s  of  these  components  to  the  new  centers  would  be  inappropriate. 
It  intends  to  develop  work  plans  and  performance  measures  relevant  to 
the  new  organizations. 


IRS'  acceaslbUlty  mnnire  of  100  percent  is  defined  as  eveiy  taxpayer  who  calls  IRS  will  get  through 
on  the  first  telephone  call,  and  no  tMxpayer  will  get  a  busy  signal  except  during  limited  peak  periods. 
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Without  £^propriate  performance  indicators  in  place,  ms  has  only  physical 
indicators,  such  as  sites  established,  persons  redeployed,  and 
technological  programs  installed  to  measure  progress  toward  the 
customer  service  vision.  While  useful,  these  indicators  do  not  measure  the 
value  of  the  reorganization  and  may  not  alert  irs  to  developing  problems. 
Developing  meaningful  indicators  will  not  be  easy  because  ms  is 
attempting  to  achieve  qualitative  as  well  as  quantitative  change. 

Managing  the  workload  of  customer  service  centers  will  also  be  a 
significant  challenge.  We  believe  that  the  new  centers  will  likely  feel  the 
tension  of  competing  demands  to  answer  inquiries,  a4just  accounts,  follow 
up  on  examinations,  and  collect  unpaid  taxes.  If  taxpayers  are  dissatisfied 
with  accessibility  and  waiting  times,  pressure  will  build  to  answer  more 
calls  at  the  expense  of  compliance  and  collection  activities,  ms  will  no 
longer  have  organizational  walls  to  protect  these  different  functions  and 
will  have  to  balance  them  within  a  single  orgaiuzational  structure.  iRS  is 
counting  on  technology  to  cope  with  such  problems.  Under  icp,  ms  intends 
to  develop  an  automated  Workload  Management  System  (wms)  that  will 
provide  the  capabilities  to  create  and  manage  cases,  track  and  control 
correspondence,  and  maintain  employees'  skills  inventories.  ICP  is  in  an 
early  stage  of  development,  however,  and  the  requirements  for  wms  are 
still  being  defined. 

Ponr*!!  ision^  '"^  ^^"^  undertaken  an  ambitious  plan  to  reorganize  and  downsize  its 

operations  that  provide  service  to  taxpayers,  a  plan  it  has  just  begun  to 
implement.  iRS  officials  have  recently  acknowledged  that  the  transition  will 
last  beyond  its  planned  goal  of  2001.  It  is  too  soon  to  conclude  whether  ms 
will  eventually  accomplish  its  goals,  but  the  gap  between  current 
operations  and  its  customer  service  vision  is  very  great 

A  lack  of  clarity  in  management  responsibilities  has,  to  some  extent, 
hampered  iRS  in  the  early  stages  of  implementing  its  customer  service 
vision.  This  lack  of  clarity  exists  both  at  the  senior  management  level  and 
at  the  lower  management  levels  for  specific  tsm  projects  crucial  to  the 
vision.  The  reasons  for  this  are  in  part  related  to  iRs'  current  organizational 
structure,  but  are  sdso  due  to  problems  in  a4justing  to  a  new  management 
structure  based  on  the  core  business  system  approach.  At  the  senior 
management  level,  irs  has  not  designated  an  owner  to  be  responsible  and 
accountable  for  all  the  work  uruts  that  will  be  part  of  customer  service  and 
the  many  projects  that  must  be  successhilly  completed  to  make  the 
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customer  service  vision  a  reality.  iRS  officials  plan  to  address  the  need  for 
an  owner  for  oistomer  service  at  the  senior  management  level. 

At  lower  management  levels,  the  process  owner  was  assigned  late  for 
overseeing  an  interactive  telephone  system  that  involved  both  the 
Managing  Accounts  and  Ensuring  Complismce  core  business  systems. 
Also,  in  two  other  instances  owners  for  such  systems  had  assumed 
ownership  roles,  but  had  not  adequately  carried  out  their  responsibilities. 

The  problems  we  identified  have  not  had  a  serious  adverse  effect  to  date 
because  ms'  implementation  of  the  customer  service  vision  is  still  in  the 
early  stages.  However,  failure  to  deal  with  them  as  soon  as  possible  could 
delay  the  development  and  implementation  of  new  products  and  services 
needed  for  customer  service. 

Finally,  to  achieve  its  customer  service  goals.  iRS  will  have  to  overcome  a 
number  of  challenges  involving  managing  the  transition  to  a  new 
organization  while  meeting  ongoing  workload  demands,  defining  customer 
service  representatives'  responsibilities,  realizing  the  benefits  of  new 
information  technology,  and  developing  effective  ways  to  measure 
performance  in  the  new  centers. 


Recommendations 


We  recommend  that  the  Commissioner  of  Internal  Revenue 

clarify  the  criteria  for  assigning  process  owners  responsibility  for  tsm 

projects  when  they  involve  more  than  one  core  business  system; 

define  process  owners'  roles  and  responsibilities  for  tsm  projects  involving 

more  than  one  core  business  system;  and 

emphasize  to  those  designated  as  process  owners  the  need  for  them  to 

provide  the  business  requirements  necessary  to  develop,  test,  and 

implement  new  customer  service  products  and  services. 


Agency  Comments 
and  Our  Evaluation 


We  obtained  oral  comments  on  a  draft  of  this  report  fi-om  senior  irs 
officials  in  a  meeting  on  August  21, 1995.  iRS  officials  present  included  the 
Assistant  Commissioner  for  Taxpayer  Service;  the  Customer  Service  Sit« 
Executive;  the  Director,  Taxpayer  Service  Design  and  Review;  and  the 
Director,  Collection  Customer  Services.  These  comments  were 
supplemented  by  a  memorandum  clarifying  remarks  made  during  our 
discussion,  irs  officials  said  that  the  report  was  an  accurate  assessment  of 
the  progress  to  date  for  achieving  ms'  customer  service  vision.  iRS  officials 
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agreed  with  our  recommendations,  but  suggested  wording  changes  in  the 
recommendatior\s  to  clarify  their  intent.  We  have  made  the  wording 
changes  the  iRS  officials  suggested. 

In  their  conmients  on  a  draft  of  this  report,  IBS  officials  pointed  out  that  a 
process  owner — the  Assistant  Commissioner  for  Taxpayer  Services — had 
been  assigned  ownership  responsibibty  for  all  of  the  interactive  telephone 
systems  in  June  1995.  They  said  that  the  Assistant  Commissioner's 
responsibUities  included  coordinating  requirements  and  overseeing  the 
development  of  interactive  telephone  systems  that  involved  more  than  one 
core  business  system.  Assigning  a  senior  official  ownership  responsibility 
for  all  of  the  interactive  telephone  systems  should  help  to  avoid  the  kinds 
of  problems  we  identified  with  those  systems. 

The  IRS  officials  said  that,  to  address  our  concerns  on  a  broader  basis,  the 
Modernization  Executive — the  official  who  has  overall  responsibility  for 
iRS'  TSM  efforts — has  been  charged  with  directing,  prioritizijig,  and 
coordinating  any  projects  dealing  with  modernization,  including  those  that 
support  Customer  Service.  The  iRS  officials  also  said  core  business  system 
owners  have  responsibility  for  identifying  process  owners  for  processes 
vrithin  their  core  business  system.  However,  they  emphasized  that  the 
Modernization  Executive  is  responsible  for  making  sure  that  any  change 
efforts  that  involve  more  than  one  core  business  system,  including  tsm 
projects,  are  not  adversely  affected  by  the  overlap.  We  believe  that 
assigning  the  Modernization  Executive  responsibility  for  ensuring  that  tsm 
projects  involving  more  than  one  core  business  system  are  not  adversely 
affected  by  the  overle^  should,  if  properly  carried  out,  accomplish  the 
intent  of  our  recommendations. 


We  are  sending  copies  of  this  report  to  other  interested  congressional 
committees,  the  Secretary  of  the  Treasury,  the  Commissioner  of  Internal 
Revenue,  and  other  interested  parties.  Copies  will  also  be  made  available 
to  others  upon  request 

MEUor  contributors  to  this  report  are  Usted  in  appendix  II.  If  you  or  your 
staff  have  any  questions  concenung  the  report,  please  call  me  on 
(202)512-9110. 

Lynda  D.  Willis 

Associate  Di»  ector.  Tax  Pohcy  and 
Administration  Issues 
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Appendix  I 


IRS  Locations  Affected  by  the  Customer 
Service  Reorganization 


Table  1.1:  Location*  Chosen  for  Customer  Ssrvlce  Centers 

Sche<luledto 
begin 

Current  Operations 

Location 

Service  center 

Taxpayer  service 

Automated 
collection 

Forms 
distribution  center 

Fresno.  CA 

1/94 

X 

Nashville.  TN 

1/94 

X 

X 

Cincinnati,  OH 

11/94 

X 

X 

Brookhaven.  NY 

12fl4 

X 

Kansas  City.  MO 

3/95 

X 

Andover,  MA 

4/95 

X 

X 

X 

Philadelphia.  PA 

6/95 

X 

X 

X 

Austin,  TX 

7/95 

X 

Atlanta,  GA 

8/95 

X 

X 

X 

Ogden,  UT 

9/95 

X 

Cleveland,  OH 

1/96 

X 

X 

Denver,  CO 

1/96 

X 

X 

Indianapolis,  IN 

1/96 

X 

X 

Pittsburgh,  PA 

5/96 

X 

St  Louis,  MO 

5/96 

X 

X 

Portland,  OR 

6/96 

X 

Richmond,  VA 

6/96 

X 

X 

Baltimore,  MO 

7/96 

X 

X 

Jacksonville,  FL 

7/96 

X 

X 

Memphis,  TN 

6196 

X 

Buffalo,  NY 

TBD* 

X 

X 

Dallas,  TX 

TBD 

X 

X 

Seattle,  WA 

T60 

X 

X 

•To  be  determined 
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IBS  Locations  Affected  by  the  Costomer 

Service  Reorganisation 


Table  1^:  Locations  Where  Telephone 
Operations  Will  Be  Discontinued 


Current  Operations 


Taxpayer 
service 


Automated 
collection 


Forms 

distribution 

center 


Chicago,  IL 

X 

X 

Detroit,  Ml 

X 

X 

Houston,  TX 

X 

X 

Newark,  NJ 

X 

X 

Anchorage,  AK 

X 

Brooklyn,  NY 

X 

Des  Moines,  lA 

X 

El  Monte.  CA 

X 

Honolulu,  HI 

X 

Milwaukee,  Wl 

X 

Oakland,  CA 

X 

Omaha,  NE 

X 

Phoenix,  AZ 

X 

St.  Paul,  MN 

X 

Kearny  Mesa,  CA 

X 

Laguna  Niguel,  CA 

X 

New  York,  NY 

X 

Oklahoma  City,  OK 

X 

San  Francisco,  CA 

X 

Bloomington,  IL 

X 

Sacramento,  CA 

X 

Note  San  Juan,  PR.  a  present  collocated  ACS/TPS  call  site,  is  not  considered  1  of  the  23 
selected  customer  service  sites  nor  will  its  telephone  operations  be  discontinued  It  will  be 
considered  a  specialized  call  site  working  on  international  tax  matters 

Source  IRS  data 
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Major  Contributors  to  This  Report 


C  Pnfral  C  OVPmmfnf  ^°^  **■  '^^^^y-  Assistant  Director,  Tax  Policy  and 

.    .                      *  Administration  Issues 

Division,  Washington,  Robert  L  Giustl,  Assignment  Manager 

J),C  Monika  R.  Gomez,  EValuator 


Cincinnati  Field 
Office 


Kenneth  R.  libbey,  E!vaIuator-in-Charge 
Robert  I.  Lidman,  Core  Group  Manager 


Atlanta  Field  Office 


Lorelei  H.  Hill,  Site  Senior 
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DEPARTMENT  OF  THE  TREASURY 

INTERNAL  REVENUE  SERVICE 
WASHINGTON.  DC    20224 


COMMISSIONER 


May  17,  1996 


^V"^ 


The  Honorable  Ted  Stevens 

Chairman 

Committee  on  Governmental  Affairs 

United  States  Senate 

Washington,  DC  20510 

Dear  Mr.  Chairman: 

In  accordance  with  31  U.S.C.  section  720,  I  am  writing  you  concerning  actions 
by  the  Internal  Revenue  Service  in  response  to  the  recommendations 
contained  in  a  report  by  the  General  Accounting  Office  entitled  "The  1995  Tax  Filing 
Season:  IRS  Performance  Indicators  Provide  Incomplete  Information  About  Some 
Problems"  (GGD-96-48;  December  29,  1995). 

The  GAO  report  contains  several  recommendations  geared  to  addressing  the 
IRS'  performance  during  the  1995  tax  filing  season.  Specifically,  this  report  focuses  on 
(1)  the  processing  of  individual  income  tax  returns  and  refunds,  including  information  on 
the  IRS'  efforts  to  combat  refund  fraud;  (2)  the  ability  of  taxpayers  to  reach  the  IRS  by 
telephone;  and  (3)  the  performance  of  a  new  computer  system  for  processing  returns. 

Our  November  13,  1995,  response  to  GAO  on  the  draft  of  this  report  is  included 
in  the  enclosed  final  report  beginning  on  page  18.  We  are  in  general  agreement  with 
the  final  GAO  report  on  validating  Social  Security  Numbers  and  delaying  refunds.  As 
stated  by  GAO,  our  criteria  have  been  refined  and  the  number  of  taxpayers  who  have  a 
refund  delayed  will  be  substantially  reduced  as  compared  to  last  year.  As  noted  in  the 
report,  GAO  agrees  there  is  no  need  to  revise  the  refund  timeliness  computation  since 
the  volume  of  delayed  refunds  will  be  substantially  decreased. 

We  do  not  agree  with  GAO's  draft  report  recommendation  that  the  IRS  develop, 
for  inclusion  in  the  key  filing  season  performance  indicators,  a  measure  of  taxpayer 
assistance  accessibility  that  focuses  on  the  number  of  incoming  calls  and/or  the 
number  of  taxpayers  calling  for  assistance;  however,  the  IRS  has  made  a  commitment 
to  increase  access  for  taxpayers  who  need  assistance.  The  Executive  Officer  for 
Customer  Service  Operations  has  formed  a  group,  chaired  by  the  District  Director  of 
Nashville,  Tennessee,  to  evaluate  existing  and  proposed  Customer  Service  Measures 
in  time  for  our  1998  budget  submission.  Also,  the  IRS  Business  Master  Plan  does 
measure  (beginning  in  FY  1996)  access  on  a  Servicewide  level.  We  are  close  to 
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finalizing  an  agreement  with  GAO  on  how  to  measure  and  report  the  information  on 
telephone  calls,  as  captured  by  IRS  systems,  that  will  provide  meaningful  access 
statistics. 

We  are  also  taking  several  steps  to  improve  access  by  reducing  demand. 
Alternative  methods  of  assistance  for  tax  law  information,  forms  and  publications  are 
now  available  via  the  Internet  and  via  modem  on  the  IRS  bulletin  board.  Actions  are 
undenway  to  clarify  notice  language  and  reduce  the  number  of  notices  that  are  issued  in 
order  to  reduce  calls.  The  Universal  Integrated  Data  Retrieval  System  enables 
assistors  to  resolve  more  issues  on  the  initial  contact  and  reduce  repeat  calls.  The 
initiative  to  provide  a  new,  unique  toll-free  number  on  notices  will  enable  us  to  direct 
more  resources  to  account  calls  and  in  particular  to  improve  access  to  taxpayers  with 
those  issues.  While  these  actions  are  intended  to  close  the  gap  between  how  many 
calls  taxpayers  make  and  how  many  we  answer,  we  also  continue  to  pursue  strategies 
that  will  utilize  our  resources  to  provide  the  best  possible  service  to  taxpayers. 

It  is  not  our  intention  to  set  goals  to  answer  a  stated  portion  of  all  calls  or  callers 
due  to  the  finite  amount  of  equipment,  circuitry  and  staffing  available  to  the  IRS  in  any 
given  fiscal  year.  For  example,  in  1995,  we  planned  to  answer  16.5  million  calls,  or 
about  54  percent  of  the  expected  30  million  callers.  We  did  answer  19.2  million  calls, 
over  16  percent  more  than  we  had  planned  to  answer  (understated  as  1 1  percent  more 
by  GAO).  Nevertheless,  had  we  set  goals  as  GAO  recommends,  we  would  have  failed 
because  we  fell  well  short  of  the  percentage  of  calls  and  callers  we  expected  to  answer 
due  to  unexpectedly  high  demand.  Resources  were  not  available  to  have  significantly 
improved  on  those  results. 

If  you  have  any  questions,  please  do  not  hesitate  to  contact  me  or  Erik  North, 
National  Director  for  Legislative  Affairs,  at  622-3720. 

Sincerely, 


%;l,^    ^WW^^CUik^ 


Margaret  (^ilner  Richardson 
Enclosure 


December  1995 
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GAO 


United  States 

General  Accounting  Offlce 

Wasliington,  D.C.  20S48 


General  Government  Division 

B-259952 

December  29,  1995 

The  Honorable  Nancy  L.  Johnson 
Chairman,  Subcommittee  on  Oversight 
Committee  on  Ways  and  Means 
House  of  Representatives 

Dear  Chairman  Johnson: 

This  report  responds  to  your  request  that  we  assess  the  Internal  Revenue 
Service's  (irs)  performance  during  the  1995  tax  filing  season.  Specifically, 
we  discuss  (1)  the  processing  of  individual  income  tax  returns  and 
refunds,  including  information  on  irs'  efforts  to  combat  refund  fraud; 

(2)  the  ability  of  taxpayers  to  reach  irs  by  telephone;  and  (3)  the 
performance  of  a  new  computer  system  for  processing  returns.  We 
provided  information  on  the  interim  results  of  our  work  in  a  February  1995 
testimony'  before  the  Subcommittee. 

Rficiilf «  in  Rripf  "**  in'l'cato's  show  that  its  1995  filing  season  goals  were  generally  met 

Ivt;!>Ull.»  111  Dl  lei  P^j.  gxample,  irs  received  more  individual  income  tax  returns  in  1995  than 

in  1994;  answered  1 1  percent  more  telephone  calls  than  expected;  issued 
refunds  on  average  faster  than  its  goal  of  40  days;  and  accurately  filled 
97  percent  of  taxpayers'  orders  for  forms  and  publications.  However,  those 
indicators  do  not  provide  a  complete  assessment  of  the  filing  season. 
There  were  several  serious  problems  not  obvious  fit)m  the  indicators: 
(1)  irs'  efforts  to  combat  fraud  generated  much  adverse  publicity  that 
might  have  been  alleviated  if  irs  had  better  forewarned  taxpayers  of 
potential  refund  delays;  (2)  our  tests  and  irs  data  showed  that  taxpayers 
continued  to  have  serious  problems  trying  to  reach  irs  by  telephone;  and 

(3)  a  new  docxmient  imaging  system  did  not  perform  as  expected,  leading 
to  increased  returns  processing  costs  and  lower-than-expected 
productivity. 

Of  the  74  million  refiinds  irs  issued  as  of  June  16,  1995,  over  7  million 
(10  percent)  were  delayed  for  up  to  8  weeks  because  of  systematic  checks 
for  questionable  refund  claims  that  irs  initiated  in  1995.  ms  delayed 
refunds  on  returns  that  were  received  with  missing  or  invalid  Social 
Security  numbers  (ssn).  irs  also  delayed  refunds  on  many  returns  that  had 
no  SSN  problems,  with  an  emphasis  on  returns  claiming  the  Earned  Income 


'Tax  Admmistralion:  IRS'  Fiscal  Year  1996  Budget  RanieM  and  the  1996  Filing  Seaaon 
(GAOiT-GGD-96-77.  Feb.  27,  1995). 
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Credit  (eic),  to  allow  staff  time  to  identify  duplicate  uses  of  the  same  ssn 
and  fraud  schemes. 

Although  IRS  found  many  problem  returns,  it  also  delayed  the  refunds  of 
millions  of  taxpayers  whose  ssns  were  found  to  be  valid.  According  to  one 
of  iRs'  indicators,  refunds  from  returns  filed  on  paper  were  received  by 
taxpayers  within  an  average  of  36  days  from  the  date  the  return  was 
signed — the  same  average  number  of  days  res  reported  achieving  in  1994. 
However,  that  result  is  misleading  because  iRS  excluded  from  its 
computation  in  1995  all  of  the  delayed  refunds,  even  if  the  refund  was 
eventually  determined  to  be  valid.  In  addition,  while  we  support  irs' 
decision  to  delay  refunds  to  ensure  their  validity,  we  believe  that  some  of 
the  adverse  publicity  that  ensued  might  have  been  avoided  if  irs  had  done 
a  better  job  of  forewarning  taxpayers. 

Although  IRS  answered  11  percent  more  calls  from  taxpayers  with  tax  law, 
account,  or  procedural  questions  than  it  estimated  it  could  answer  during 
the  1995  filing  season,  that  indicator  masks  the  fact  that  irs  received  many 
more  calls  than  it  was  able  to  answer  and  that  a  taxpayer's  chances  of 
reaching  an  irs  assistor  during  the  1995  filing  season  were  not  very  good. 
We  tested  the  telephone  system's  accessibility  by  making  2,821  calls 
during  two  2-week  periods  in  the  1995  filing  season.  We  succeeded  in 
getting  through  to  an  irs  assistor  only  249  times  (9  percent). 

While  most  of  ms'  computer  systems  performed  without  significant 
problems  durii\g  the  1995  filing  season,  a  new  system  designed  to  scan  and 
produce  an  electronic  image  of  certain  tax  returns  and  other  documents 
did  not  perform  to  the  level  that  irs  had  expected.  Throughout  the  1995 
filing  season,  ms'  processing  centers  reported  numerous  problems  with  the 
system.  Extensive  downtime  and  slower-than-expected  processing  rates 
limited  system  effectiveness  and  hampered  productivity. 


OhiPftivP    SronP   and         Our  objective  was  to  assess  irs' performance  during  the  1995  filing  season. 
Methodology  To  achieve  our  objective,  we 


interviewed  irs  National  Office  officials  and  irs  officials  in  the  Atlanta, 
Austin,  Cincinnati,  Fresno,  Kansas  City,  Memphis,  and  Ogden  service 
centers  responsible  for  the  various  activities  we  assessed; 
tested  the  accessibility  of  irs'  toU-ft^ee  telephone  assistance  and 
forms-ordering  telephone  lines  by  placing  calls  from  Atlanta,  Chicago, 
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Cincinnati,  Kansas  City,  New  York,  San  Francisco,  and  Washington,  D.C. 

(appendix  ID  contains  more  information  on  our  test  methodology); 

analyzed  filing  season-related  data  from  various  irs  sources,  including  data 

on  telephone  accessibility,  return  filings,  return  processing  errors,  refund 

fraud,  and  the  results  of  steps  irs  took  in  1995  to  address  the  fraud 

problem; 

reviewed  irs  publications,  notices,  and  forms  to  determine  what  taxpayers 

were  told  about  potential  refund  delays; 

reviewed  reports  on  computer  system  performance  and  attended  weekly 

meetings  on  computer  system  performance  held  by  irs'  National  Office 

Command  Center;  and 

reviewed  relevant  iRS  internal  audit  reports. 

We  did  our  work  from  January  through  September  1995  in  accordance 
with  generally  accepted  government  auditing  standards.  We  requested 
comments  on  a  draft  of  this  report  from  the  Commissioner  of  Internal 
Revenue  or  her  designee.  On  November  13,  1995,  several  irs  officials, 
including  the  Assistant  Commissioner  for  Taxpayer  Services,  Director  of 
Investigations  (Tax  Refund  FYaud),  Electronic  Filing  Executive,  Director 
of  Tax  Forms  and  Publications,  and  Senior  Program  Analyst  (Submission 
Processing),  provided  us  with  oral  comments.  Another  irs  official,  the 
Chief  of  Taxpayer  Services,  provided  additional  comments  on 
November  30.  irs'  comments  are  summarized  and  evaluated  on  page  18 
and  incorporated  in  this  report  where  appropriate. 


Filing  Season  Goals 
Were  Generally  Met, 
but  Some  Serious 
Problems  Occurred 


iRS  uses  various  indicators  to  measure  its  filing  season  performance. 
Because  iRS'  most  important  job  during  the  filing  season  is  to  process  tax 
returns,  two  important  workload  indicators  are  (1)  the  number  of 
individual  income  tax  returns  received  in  total  and  (2)  the  number  of 
returns  received  through  alternative  filing  methods  that  irs  developed  to 
help  make  the  returns  processing  function  more  efficient.  According  to  irs 
data,  more  individual  income  tax  returns  were  received  in  1995  than  in 
1994,  but  the  number  received  through  the  alternative  filing  methods 
decreased. 


Among  other  irs  filing  season  indicators  are  those  related  to  workload, 
such  as  the  percent  of  scheduled  tax  assistance  calls  answered;  timeliness, 
such  as  the  number  of  days  needed  to  process  returns  or  issue  refunds; 
and  quality,  such  as  the  accuracy  of  irs'  answers  to  taxpayer  questions  and 
irs'  processing  of  returns  and  refunds.  Those  indicators  show  that  irs  met 
or  exceeded  most  of  its  performance  goals  for  the  1995  filing  season. 
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According  to  nts  data,  for  example,  (1)  iRS'  telephone  assistors  answered 
1 1  percent  more  calls  than  irs  anticipated  and  provided  accurate  answers 
to  91  percent  of  taxpayers'  tax  law  questions;  (2)  97  percent  of  taxpayers' 
orders  for  tax  forms  and  publications  were  filled  accurately;  (3)  on 
average,  refunds  on  paper  returns  were  processed  and  issued  within  36 
days;  and  (4)  service  centers  met  deadlines  for  processing  tax  payments 
submitted  with  returns. 


What  irs'  indicators  do  not  reveal  are  the  difficulties  iRS  experienced  in  the 
1995  filing  season.  There  were  several  serious  problems  not  obvious  fitjm 
the  indicators:  (1)  irs'  efforts  to  combat  refund  fraud  took  millions  of 
taxpayers  by  surprise  when  closer  scrutiny  of  their  returns  resulted  in 
refunds  being  delayed;  (2)  most  taxpayers  who  called  iRS  to  ask  questions 
could  not  get  through;  and  (3)  irs'  implementation  of  a  new  tax  return 
processing  system  fell  far  short  of  expectations. 


Number  of  Returns  Filed 
Increased,  but  Use  of 
Alternative  Filing  Methods 
Declined 


With  one  exception,  as  shown  in  figure  1,  the  number  of  individual  income 
tax  returns  filed  has  increased  every  year  since  fiscal  year  1987. 
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Figure  1 :  Number  of  Individual  Income 


Tax  Returns  Filed  In  Fiscal  Years  1987  120     Numbw  in  miiiiocu 

Through  1995 


Source  Data  (or  fiscal  years  1987  Ihrough  1994  are  trom  IRS  annual  reports  Dala  lor  1995  are 
from  IRS'  Management  Information  System  for  Top  Level  Executives 


While  there  was  an  increase  in  the  overall  number  of  returns  filed  in  1995, 
the  number  received  through  alternative  filing  methods  declined,  irs  offers 
three  alternatives — electronic  filing,  TeleFile,  and  1040PC — to  the 
traditional  filing  of  paper  returns.^  As  shown  in  table  1,  the  use  of 
electronic  filing  and  1040PC  decreased  in  1995  compared  with  1994,  while 
the  use  of  TeleFile  increased. 


Hinder  electronic  filinj,  returns  are  transmitted  over  communications  lines  to  an  IRS  service  center, 
where  they  are  automatjcally  edited  and  processed  Under  TeleRJe,  certain  taxpayers  who  are  eligible 
to  file  a  Form  1040EZ  are  allowed  to  file  using  a  toll  free  number  on  touch-tone  telephones  Under  the 
1040PC  method,  a  frier  uses  personal  computer  software  that  produces  tax  returns  in  an  answer^sheet 
format  The  1040PC  shows  the  tax  return  line  number  and  the  data  (dollar  amount,  name,  etc  )  on  that 
line-  Only  lines  on  which  the  taicpayer  has  made  an  entry  are  included  on  the  1040PC 
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Table  1:  Number  of  Individual  Income 
Tax  Retum>  Received  Through 
Alternative  Filing  Methods  In  1994  and 
1995 


Type  of  Return 

Actual  filed 
In  1994* 

Actual  filed 
In  1995* 

Percent  change 
from  1994 

Electronic 

13,510.000 

11,142,000 

-17.5 

TeleFile 

519.000 

680.000 

31.0 

1040PC 

4.183.000 

2,902.000 

-306 

Total 

18,212.000 

14,724.000 

-19.2 

Source  IRS  Management  Information  System  for  Top  Level  Executives 

IRS  attributes  the  drop  in  electronic  filing  to  the  various  steps  it  took  in 
1996  to  deal  with  refund  fraud.  One  of  those  steps  was  to  eliminate  the 
direct  deposit  indicator  (ddi).^  Because  the  elimination  of  the  ddi 
increased  the  risk  of  the  loan,  lenders  cut  their  maximum  loan  amount  and 
raised  their  fees.  Some  potential  electronic  filers  may  have  decided  to  file 
on  paper  when  they  found  they  were  unable  to  get  a  refund  anticipation 
loan  or  were  unwilling  to  pay  the  additional  fee.  Other  steps  iRS  took  to 
deal  with  fraud,  some  of  which  may  have  also  contributed  to  the  decline  in 
electronic  filing,  are  discussed  later. 

The  decline  in  1040PCs  resulted  from  a  private  tax  preparation  firm,  which 
was  the  largest  user  of  1040PCs,  dropping  out  of  the  program.  For  the  1995 
filing  season,  iRS  required  that  preparers  provide  taxpayers  with  some  type 
of  descriptive  printout  or  legend  that  explained  each  line  on  the  taxpayer's 
1040PC  return.  The  purpose  of  the  legend  was  to  provide  better  supporting 
documentation  than  was  previously  available  to  the  taxpayers  and  was  to 
be  used  as  an  aid  in  doing  things  such  as  preparing  state  returns  and 
completing  financial  aid  forms.  According  to  an  official  of  the  tax 
preparation  firm  that  dropped  out  of  the  program,  the  firm  chose  to  stop 
participating  rather  than  incur  tht  extra  cost  associated  with  providing  tiie 
legend. 

The  growth  in  the  third  alternative,  TeleFile,  was  due  in  part  to  its 
availability  to  more  taxpayers.  In  1995,  TeleFile  was  available  to  certain 
taxpayers  in  10  states — 3  more  states  than  in  1994.''  Some  of  the  growth 
might  also  be  due  to  improved  accessibility.  As  we  discussed  in  our  report 


^The  DDI  signaled  that  IRS  would  not  reduce  the  taxpayer's  refund  to  pay  another  federal  debt  of  the 
taxpayer  Financial  institutioris  used  the  DDI  as  a  basis  for  making  refund  anticipabon  loans 

'ntS  plans  lo  make  TeleFile  availaWe  nalion»ide  in  1996 
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on  the  1994  filing  season,^  res  experienced  an  overload  of  the  TeleFile 
system  in  1994,  and  taxpayer  accessibility  might  have  been  higher  had  the 
system  been  able  to  handle  the  number  of  calls.  For  the  1995  filing  season, 
IRS  took  several  steps  that  increased  accessibility.  For  example,  irs 
increased  the  number  of  telephone  lines  from  144  to  336  and  stopped 
testing  the  use  of  voice  signatures,  which  shortened  the  length  of  calls.  In 
August  1995,  irs'  Internal  Audit  reported  that  the  number  of  busy  signals 
received  by  taxpayers  trying  to  use  TeleFile  in  1995  decreased 
dramatically  from  1994  and  that  87  percent  of  the  taxpayers  using  TeleFile 
in  1995  were  able  to  access  the  system  on  the  first  attempt.  As  a  possible 
result  of  that  improved  accessibility,  the  number  of  TeleFile  filers  in  each 
of  the  seven  states  that  were  involved  in  the  program  in  1994  increased  in 
1995. 


Other  Indicators  Show 
That  IRS  Generally 
Achieved  Its  Performance 
Goals 


As  shown  in  table  2,  irs  met  or  exceeded  almost  all  of  its  other 
performance  goals  for  1995.  We  did  not  assess  the  overall  appropriateness 
of  those  goals.  However,  as  discussed  in  the  next  section,  the  indicators 
for  refund  timeliness,  number  of  tax  assistance  calls  answered,  and 
returns  processing  cycle  time  masked  serious  problems  that  occurred  in 
1995. 


Table  2:  IRS'  Performance  Goals  for  1994  and  1995  and  Related  Accomplishment* 

1994 

1995 

Indicator 

Goal 

Accompllshmani 

Goal 

Accomplishment 

Accuracy  of  returns 
processed  by  Code  and 
Edif  staff" 

Process  94  4  percent 
accurately 

95.28  percent  were 
processed  accurately 

Process  93.0  percent 
accurately 

93  42  percent  were 
processed  accurately 

Accuracy  of  returns 
processed  by  data 
transcribers" 

Process  94  1  percent 
accurately 

95.84  percent  were 
processed  accurately 

Process  94.0  percent 
accurately 

93  93  percent  were 
processed  accurately 

Service  center  returns 
processing  productivity^ 

Process  9.475  returns 
per  staff  year 

9.557  returns  were 
processed  per  staff  year 

Process  9.800  returns 
per  staff  year 

10.837  returns  were 
processed  per  staff  year 

Returns  processing  cycle 
time" 

1 1  days 

Various  types  of  1040s 
ranged  between  5  and  7 
days 

1 1  days 

Various  types  of  1040s 
ranged  between  5  and  9 
days 

Accuracy  of  refunds  on 
paper  returns 

Process  98  0  percent 
accurately 

98  6  percent  were 
processed  accurately 

Process  97  0  percent 

accurately 

99  5  percent  were 
processed  accurately 

Timeliness  of  refunds  on 
paper  returns' 

Issue  within  an  average 
of  40  days 

Issued  witfiin  an  average 
of  36  days 

Issue  witriin  an  average 
of  40  days 

Issued  within  an  average 
of  36  days 

Tax  Administralioit:  Continumg  Problems  Affect  Otherwise  Succeasfiil  1994  Filing  Seaaon 
(GAO/GGD-95^,  Oct  7, 1994). 
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CSoal 


Aecompllahment 


Goal 


Accomplishment 


Timeliness  of  processing 
tax  payments  submitted 
with  returns' 


Remittances  received  Remittances  received 

4/15  through  5/1/94  were  4/15/94  through  5/1/94 

to  be  deposited  no  later  were  deposited  by  5/3/94 
than  5/2/94 


Remittances  received  Remittances  received 

4/17  through  5/2/95  were  4/1 7/95  through  5/2/95 

to  be  deposited  no  later  were  deposited  by  5/3/95 
than  5/3/95 


Tax  assistance  calls  Answer  98  percent  of  the  Answered  35.5  million 

scheduled  to  be  answered"  34,9  million  calls  calls  (102  percent  of 

scheduled  to  be  schedule) 

answered 


Answer  100  percent  of  Answered  39  2  million 

the  35.4  million  calls  calls  ( 1 1 1  percent  of 

scheduled  to  be  schedule) 
answered 


Accuracy  of  tax  law 
assistance 


Answer  89  percent 
accurately 


90  percent  were 
answered  accurately 


Answer  90  percent 
accurately 


91  percent  were 
answered  accurately 


Forms  ordering  calls  Answer  98  percent  of  the  Answered  7.5  million 

scheduled  to  be  answered"  8  7  million  calls  calls  (86.8  percent  of 

scheduled  to  be  schedule) 

answered 


Answer  100  percent  of 
the  7  3  million  calls 
scheduled  to  be 
answered 


Answered  7.2  million 
calls  (98  3  percent  of 
scnedule) 


Accuracy  of  processing 
form  orders 


Process  96.5  percent 
accurately 


96.2  percent  were 
processed  accurately 


Process  96.5  percent 
accurately 


97.2  percent  were 
processed  accurately 


*Code  and  Edit  staff  prepare  returns  for  computer  entry  by.  among  other  things,  ensuring  that  all 
data  are  present  and  legible 

^According  to  IRS.  these  two  indicators  for  1995  are  not  comparable  to  the  indicators  in  1994 
because  they  included  forms  ICMOEZ  (as  well  as  forms  1040  and  1040A  in  1994  but  not  m  1995 
Forms  1040EZ  were  excluded  in  1995  because  they  were  to  t>e  processed  via  a  new  computer 
system  that  would  replace  the  worit  done  by  Code  and  Edit  staff  and  data  transcrit>ers 

^Returns  processing  productivity  is  based  on  the  number  of  weighted  returns  processed,  which 
includes  all  returns  (whether  processed  manually,  through  scanning  equipment,  or  electronically) 
The  different  types  of  returns  are  weighted  to  account  for  their  differing  processing  impacts.  Fof 
example,  a  paper  Form  1040  has  a  nigher  weighting  factor  than  a  paper  Form  1040EZ,  which  in 
turn  has  a  higber  weighting  factor  than  electronically  processed  returns 


■^Cycle  time  is  the  average  number  of  days  it  takes  s 


}  centers  to  process  returns. 


*This  indicator  is  based  on  a  sample  of  paper  returns  and  is  calculated  starting  from  the  signature 
date  on  the  return  As  discussed  on  page  13,  refunds  that  were  delayed  due  to  IRS  closer 
scrutiny  of  SSNs  and  EIC  claims  were  not  included  m  this  calculation 

For  1994,  9  out  of  10  service  centers  met  the  May  2,  1994.  completion  date  For  1995,  the  cutoff 
date  of  April  17  was  used  because  April  1 5  fell  on  a  Saturday  For  information  on  a  test  of  an 
alternative  method  of  processing  tax  payments,  known  as  lockboxes,  see  appendix  I 

"The  "calls  scheduled  to  be  answered"  indicator  is  the  number  of  telephone  calls  IRS  believes  its 
call  sites  will  be  able  to  answer  with  available  resources  H  does  not  reflect  the  number  of  calls 
IRS  expects  to  receive  This  indicator  is  further  discussed  on  pages  13  and  14 

Source  IRS  data 
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Better  Advance  Warning  As  shown  in  tables  3  and  4,  the  number  of  returns  identified  by  iRS  as 

Might  Have  Eased  Adverse  containing  fraudulent  refund  claims  and  the  amount  of  identified 

Reaction  Over  Refund  fraudulent  refunds  that  were  issued  before  ms  could  stop  them  have 

rtAlavc  increased  significantly  since  1990. 


Table  3:  Number  of  Detected  Fraudulent  Refunds  In  Calendar  Years  1990  Through 

1995 

Delected  fraudulent 
Year                                                                                              paper  returns 

Detected  fraudulent 
electronic  returns 

Total  fraudulent 
returns  detected" 

1990                                                                                                                          5,302 

411 

5,713 

1991                                                                                                                          5.422 

5,746 

11.168 

1992                                                                                                                        12,244 

12,725 

24.969 

1993                                                                                                                        51.883 

25.957 

77.840 

1994                                                                                                                        44.137 

33,644 

77,781 

1995'                                                                                                                      31.830 

27.411 

59.241 

Total*                                                                                                            150,818 

105394 

256,712 

•Data  for  1995  are  through  September  30,  1995 
"Totals  may  not  add  due  lo  rounding 
Source  IRS  data 
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Table  4:  Amount  of  Detected,  Deleted,  and  Issued  Fraudulent  Refunds  in  Calendar  Years  1990  Through  1995° 

Dollars  in  millions 


Paper 


Electronic 


Totals* 


Amount  of  Amount  of  Amount  of  Amount  of  Amount  of  Amount  of  Amount  of  Amount  of  Amount  of 

fraudulent  fraudulent  fraudulent  fraudulent  fraudulent  fraudulent  fraudulent  fraudulent  fraudulent 

refunds  refunds  refunds  refunds  refunds  refunds  refunds  refunds  refunds 

detected  deleted*  issued  detected  deleted*  Issued  detected  deleted*  issued 


1990 

$15.9 

$14.8 

$1.1 

$1.2 

$0.5 

$0.7 

$17.1 

$15.3 

$1.8 

1991 

32.3 

30.7 

1.6 

10.7 

2.6 

8.1 

42.9 

33.3 

9.6 

1992 

33.2 

30.9 

2.3 

336 

22.5 

11.1 

66.8 

534 

13.4 

1993 

82.8 

73.0 

9.8 

540 

29.1 

249 

136.8 

102  1 

34.7 

1994 

90.7' 

81.5 

9.2 

698 

359 

33.9 

160.5 

117-4 

43.1 

1995° 

66.5'' 

56.5 

10.0 

58.3 

21.5 

36.8 

124.8 

78.0 

466 

Total* 

$321.4 

$287.4 

$34,0 

$2276 

$112.1 

$115.5 

$5489 

$3995 

$149.4 

'A  deleted  fraudulent  refund  is  one  that  IRS  has  stopped  before  the  refund  is  paid  out 

"Data  for  1995  are  through  September  30.  1995 

This  figure  excludes  two  returns  claiming  refunds  totaling  $347  million 

•TTiis  figure  excludes  seven  returns  claiming  refunds  totaling  $315  million 

•Totals  may  not  add  due  to  rounding 

Source  IRS  data 


Because  of  concerns  raised  in  several  of  our  past  products^  and  in 
congressional  hearings  about  those  increases,  irs  placed  more  emphasis 
on  reducing  fraud  in  1995.  In  addition  to  eliminating  the  ddi,  discussed 
earlier,  those  steps  included  closer  scrutiny  of  SSNS  and  of  refunds 
involving  the  Eic — ^problem  areas  that  irs  had  identified  in  the  past,  irs' 
efforts  generated  much  adverse  publicity  when  over  7  million  taxpayers 
had  their  refunds  delayed  for  many  weeks.  Although  irs'  decision  seems 
prudent  because  of  the  level  of  possible  fraud  involved,  it  seems  that  irs 
could  have  prevented  some  of  the  adverse  reaction  to  those  delays  if  it  had 
done  a  better  job  of  forewarning  taxpayers.  On  a  related  matter,  the 
methodology  irs  used  to  measure  refund  timeliness  in  1995  was  flawed,  in 
our  opinion,  because  it  excluded  those  refunds  that  were  delayed. 


Tax  Adminittraaon:  IRS  Can  Improve  Conlrob  Over  Electronic  Filing  FVaud  CCAa/CCD-93-27,  Dec. 
30.  1992):  Tax  Adminiatration  Incrcaaed  Fraud  and  Poor  Taxpayer  Access  to  IRS  Cloud  1993  Filing 
Season  (GAO/CGD -94.65.  Dec  22.  19931;  Tax  Administration  Eleclronic  Filing  Fraud 
(GAO/T-GGD-94-89,  Feb   10,  1994).  IRS  Automation  Controlling  Electronic  Filing  Fraud  and  Improper 
Access  to  Taxpayer  Data  CGAO/TAlMD/CrGD-SM-lSS,  July  19,  1994),  anaTJamed  Income  Credit: 
Targeting  to  the  Working  Poor  (GACVGGD-95-122BR,  Mar  31,  1996). 
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Inclusion  of  those  refunds  most  likely  would  have  increased  the  average 
refund  time  beyond  the  36  days  reported  by  irs. 


IRS  Delayed  Millions  of 
Refunds  in  1995 


In  1995,  to  better  ensure  the  appropriateness  of  refiind  claims,  irs 
increased  its  efforts  to  verify  the  accuracy  of  ssns  on  tax  returns.' 


Taxpayers  Not  Alerted  to 
Possible  Refund  Delays  in 
Certain  Circumstances 


When  IRS  received  a  paper  return  with  a  missing  ssn  or  an  invalid  ssn  (i.e., 
one  that  does  not  match  the  Social  Security  Administration's  records),  it 
delayed  the  refund  and,  depending  on  the  circumstances,  contacted  the 
taxpayer  in  an  attempt  to  resolve  the  problem. 

IRS  delayed  refunds  for  up  to  8  weeks  on  other  returns  (both  paper  and 
electronic),  even  if  the  returns  had  no  missing  or  invalid  ssns,  to  allow 
staff  time  to  identify  duplicate  uses  of  the  same  ssn  and  fraud  schemes. 
Because  most  of  the  refund  fraud  cases  irs  identified  in  the  past  involved 
the  Eic  (about  90  percent  of  the  cases  identified  in  1994,  for  example),  irs 
concentrated  these  efforts  on  returns  claiming  the  Eic.  Because  the  delay 
only  applied  to  that  part  of  the  refund  attributable  to  the  eic,  some- 
taxpayers  received  two  checks — one  for  the  non-Eic  part  of  their  refund 
and  a  second,  several  weeks  later,  for  the  rest,  assuming  irs  determined 
that  the  Eic  claim  was  valid. 

IRS  added  filters  to  the  electronic  filing  system  to  prevent  returns  with 
missing  or  invalid  ssns  or  with  ssns  that  already  had  been  used  by  another 
taxpayer  from  being  filed  electronically. 

As  of  the  end  of  May  1995,  irs  had  (1)  notified  about  3  million  taxpayers 
whose  returns  had  missing  or  invalid  ssns  that  their  refunds  were  being 
delayed,  (2)  delayed  another  4  million  refunds  to  allow  time  to  check  for 
duplicate  ssn  use  and  fraudulent  returns,  and  (3)  sent  out  about  4  million 
reject  notices  from  the  electronic  filing  system  because  it  had  identified  a 
missing,  invalid,  or  duplicate  ssn.* 

IRS  warned  taxpayers  that  their  refunds  could  be  delayed  if  they  submitted 
a  return  with  a  missing  or  incorrect  ssn.  On  the  cover  of  the  instructions 
accompanying  Form  1040,  for  example,  irs  warned  taxpayers  to  check 
their  ssns  and  explained  that  "incorrect  or  missing  ssns  for  you,  your 
spouse,  or  dependents  may  delay  your  refund."  It  then  referred  the  reader 
elsewhere  in  the  instructions  for  details  on  how  to  get  an  ssn.  irs  also 


^For  information  on  problems  IRS  had  in  implementing  its  efforts  to  detect  and  deter  refund  fraud,  see 
appendix  U. 

"Because  an  electronic  return  can  l>e  r^ected  for  more  than  one  reason,  the  number  of  reject  notices 
may  be  greater  than  the  number  of  returns  rejected. 
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issued  several  public  service  announcements  to  alert  taxpayers  to  the  need 
for  correct  ssns. 

However,  ibs  did  not  do  very  much  to  warn  taxpayers  that  their  refunds 
might  also  be  delayed  even  if  their  ssNs  were  correct  The  only  warning  in 
the  Form  1040  tax  packsige  or  Publication  17  (Your  Federal  Income 
Tax) — the  two  irs  documents  that  most  taxpayers  would  rely  on  for  such 
information — was  a  statement  in  both  documents  that  alerted  potential 
electronic  filers  that  "some  refunds  may  be  temporarily  delayed  as  a  result 
of  compliance  reviews"  to  ensure  that  the  returns  are  accurate.  Taxpayers 
who  did  not  intend  to  file  electronically — about  90  percent  of  the 
filers — were  not  told  anything.  Also,  by  advising  only  potential  electroruc 
filers  of  possible  "compliance  reviews,"  irs  might  have  given  the 
impression  that  electronically  filed  returns  are  more  subject  to  audit  than 
paper  returns — not  the  kind  of  message  that  would  help  expand  the  use  of 
electronic  filing. 

Conversely,  irs  prominently  displayed,  in  both  the  Form  1040  tax  package 
and  Publication  17,  its  customer-service  standards  for  1995.  One  of  those 
standards  says,  "If  you  file  a  complete  and  accurate  tax  return  and  you  are 
due  a  refund,  your  refund  will  be  issued  within  40  days  if  you  file  a  paper 
return  or  within  21  days  if  you  file  electronically."  Thus,  not  only  were 
most  taxpayers  not  told  that  their  refunds  might  be  delayed  even  if  they 
filed  a  valid  return,  but  they  were  led  to  believe  the  opposite  by  iRs' 
customer-service  standard. 

The  refund  delays  generated  much  adverse  reaction.  Numerous  news 
articles  during  the  filing  season  cited  criticism  fixim  taxpayers,  executives 
of  tax  preparation  services,  an  industry  lobbying  organization,  and 
members  of  Congress  commenting  on  the  problems  they  observed  during 
the  1995  filing  season. 

In  July  1995,  irs'  Internal  Audit  reported  that  it  had  advised  management  in 
December  1994  of  its  concerns  about  irs'  decision  not  to  publicize  the 
potential  delay  of  eic  refunds.  Internal  Audit  said  that  irs  "could  have 
jeopardized  the  public's  trust  and  confidence"  and  that  "those  who  had 
already  filed  may  have  felt  confused,  misled,  disillusioned,  and  perhaps 
angry."  Internal  Audit  also  said  that  advance  publicity  about  delaying 
refunds  might  have  also  deterred  some  unscrupulous  filers. 

We  can  understand  irs  not  wanting  to  disclose  the  details  of  its  plans,  but 
we  fail  to  see  how  any  harm  would  have  been  caused  by  simply  alerting 
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IRS'  Measure  of  Refund 
Timeliness  Did  Not  Reflect  the 
Impact  of  IRS'  Fraud  Checks 


taxpayers  to  the  possibility  that  their  refunds  might  be  delayed  even  if 
there  were  no  problems  with  their  ssns. 

res'  customer-service  standard  for  issuing  a  refunds  from  returns  filed  on 
paper  is  40  days.  To  track  its  success  in  meeting  that  standard,  one  of  irs' 
filing  season  indicators  is  "refund  timeliness."  To  measure  refimd 
timeliness,  irs  takes  several  samples  of  paper  returns  involving  refunds 
and  computes  the  elapsed  time  from  the  date  the  taxpayer  signed  the 
return  to  the  date  the  taxpayer  would  have  received  the  refund,  allowing  2 
days  after  issuance  for  the  refund  to  reach  the  taxpayer. 

irs'  results  for  the  1995  filing  season  indicated  that  refiinds  on  ps^er 
returns  were  issued  in  an  average  of  36  days — the  same  as  in  1994  and  4 
days  quicker  than  irs'  goal.  That  result  is  misleading,  however,  because  irs 
excluded  from  the  computation  the  over  7  million  refunds  that  were 
delayed  because  of  irs'  fraud  checks. 

Because  irs'  customer-service  standard  is  predicated  on  the  filing  of  a 
complete  and  accurate  return,  we  agree  that  irs  should  have  excluded 
from  its  computation  those  refunds  that  were  delayed  because  of  missing 
or  invalid  ssns  (about  3  million  of  the  7  million  delayed  refunds).  However, 
IRS  did  not  identify  any  problems  with  the  ssns  associated  with  about 
4  nullion  delayed  refunds,  and  those  refiinds  were  eventually  issued.  Thus, 
consistent  with  irs'  standard,  those  refunds  should  have  been  included  in 
the  computation  of  refund  timeliness.  Using  ms  data  on  the  number  of 
refiinds  in  its  refiind  timeliness  samples  and  the  number  of  refunds 
excluded  from  the  samples — assuming  that  each  of  the  excluded  refunds 
was  delayed  8  weeks,  thus  taking  56  more  days  to  issue  than  the  36-day 
average — we  determined  that  inclusion  of  the  excluded  refiinds  would 
have  increased  the  average  to  38  days.  Such  a  result,  in  our  opinion,  would 
have  shown  more  correctly  a  drop  in  performance  from  the  36-day  average 
achieved  in  1994. 


Accessibility  to  IRS' 
Toil-Free  Telephone  Lines 
Continues  to  Be  a  Serious 
F*roblem 


An  important  indicator  of  filing  season  performance  is  how  easily 
taxpayers  who  have  questions  or  who  want  to  order  forms  and 
publications  are  able  to  conUict  an  iRS  assistor  on  the  telephone,  irs 
assesses  its  performance  in  that  area  by  estimating  the  number  of  calls  it 
expects  to  answer  during  the  filing  season  (known  as  "scheduled  calls'^ 
and  comparing  that  number  with  the  number  of  calls  it  actually  answered. 
For  the  1995  filing  season,  irs  answered  Hi  percent  of  the  scheduled  calls 
to  its  toll-free  tax  assistance  telephone  line  and  98  percent  of  the 
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scheduled  calls  to  its  toll-free  forms  ordering  line.  Because  irs'  indicator  is 
based  on  the  number  of  calls  irs  expects  to  answer  rather  than  the  number 
it  expects  to  receive,  the  indicator  masks  the  serious  problems  taxpayers 
have  encountered  in  the  past  and  encountered  again  in  1995  in  tryii\g  to 
reach  ms  by  telephone. 

In  reports  on  past  filing  seasons,  we  discussed  the  difBculty  taxpayers  had 
in  reaching  irs  by  telephone  (i.e.,  the  "accessibility"  of  irs'  telephone 
systems).'  Although  irs  answers  millions  of  calls  each  year,  even  more 
calls  go  unanswered.  Many  taxpayers  receive  busy  signals,  are  kept  on 
hold  for  a  long  time,  or  simply  give  up.  Between  January  1  and  April  15, 
1995,  IRS  received  236  million  calls  for  tax  assistance  but  was  able  to 
answer  only  19  million  of  those  calls.  Our  most  recent  report  on  telephone 
assistance  accessibility  offers  several  recommendations  to  improve  irs' 
ability  to  answer  more  taxpayer  calls.'" 

To  determine  whether  accessibility  was  a  problem  during  the  1996  filing 
season,  we  conducted  two  tests.  One  test  was  to  determine  the 
accessibility  of  the  toll-free  assistance  for  taxpayers  who  have  questions 
about  their  accounts,  the  tax  law,  or  irs  procedures.  The  second  test  was 
to  determine  the  accessibility  of  the  toll-free  system  that  irs  tells  taxpayers 
to  call  if  they  want  copies  of  tax  forms  and  publications.  Our  test 
methodology  is  described  in  appendix  III  along  with  (1)  details  on  the 
results  of  our  tests  and  (2)  our  computations  of  accessibility  using  more 
global  irs  data. 

Results  of  both  tests  indicated  that  again  this  filing  season  taxpayers  had 
significant  problems  reaching  irs  by  telephone.  For  ex£imple,  of  2,821  calls 
we  made  to  irs'  toll-free  assistance  number,  we  succeeded  in  reaching  an 
assistor  249  times — a  9-percent  accessibility  rate.  Although  our  test  of  the 
form  ordering  system  produced  better  results — a  50-percent  accessibiUty 
rate — there  was  still  much  room  for  improvement. 

As  in  past  years,  our  measure  of  accessibility  is  based  on  the  percent  of 
incoming  calls  answered.  We  recognize  that  the  number  of  calls  coming  in 
does  not  equal  the  number  of  taxpayers  seeking  assistance  because  many 
taxpayers  are  probably  calling  several  times  in  an  attempt  to  reach  an 


Tax  Administraaon.  KS'  1992  Filing  Season  Was  Succesafu]  but  Nol  Withoul  Problem-'i 
(GAO/GGD-92-132,  SepL  15,  1992),  Tax  AdminisuaUon  Increasfd  Fraud  and  Poor  Tajtpayer  Access  I 
IRS  Cloud  1993  Filing  Season  (GAO/GGIM4.65.  Dec  22.  1993);  and  Tax  Administraaon  Continuing 
Problems  Affect  Olher»Tse  Successful  1994  Filing  Season  (GAO/GGD-954;.  Oct  7.  1994) 

"Telephone  Assistance  Adopting  Practices  Used  by  Others  Would  Help  IRS  Serve  More  Taiqayera 
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assistor.  We  have  been  working  with  representatives  from  the  Department 
of  the  Treasury  and  irs  to  develop  a  better  way  to  measure  irs' 
performance  in  terms  of  the  number  of  taxpayers,  but  those  efforts  have 
not  been  completed. 


Document  Imaging  System 
Failed  to  Meet 
Expectations 


With  one  significant  exception,  the  computer  systems  ms  used  to  process 
returns  and  remittances  in  1995  generally  performed  without  msyor 
problems.  The  exception  was  a  new  document  imaging  system  that  irs 
used  in  1995  to  process  several  forms,  including  individual  income  tax 
returns  filed  on  Form  1040EZ. 


To  process  tax  returns  more  efficiently  and  economically,  irs  intends  to 
move  from  a  system  that  relies  on  labor-intensive  data  transcription  to  one 
that  relies  on  electronic  data  capture.  Electronic  filing  and  TeleFile  are 
steps  in  that  direction.  For  returns  filed  on  paper,  iRs  plans  to  achieve  its 
objective  through  document  imaging.  The  Service  Center 
Recognition/Image  Processing  System  (scrips)  is  the  first  of  two  planned 
document  imaging  systems." 

Under  irs'  new  organizational  structure,  to  be  implemented  over  the  next 
several  years,  paper  tax  returns  are  to  be  processed  in  only  5  of  the  10 
existing  service  centers.  Those  five  sites  are  to  be  known  as  submission 
processing  centers.  Because  imaging  is  the  process  irs  intends  to  use  to 
capture  data  from  all  paper  returns  in  the  future,  scrips  was  installed  in 
only  the  five  service  centers  that  are  to  be  submission  processing  centers. 
Each  of  the  five  centers  experienced  hardware  and  software  problems 
with  SCRIPS.  Those  problems  included  hardware  problems  that  kept 
documents  from  feeding  properly  into  the  scanner  and  software  problems 
that  affected  scrips  ability  to  accurately  capture  name  and  address 
information.  Two  of  the  five  centers  completely  stopped  1040EZ 
processing  on  scrips,  and  the  other  three  centers  stopped  processing  for 
extended  periods  of  time.  Those  stoppages  caused  irs  to  redirect  some 
1040EZ  processing  workload  back  to  its  manual  data  entry  system.  In 
total,  IRS  was  able  to  process  only  about  56  percent  of  the  expected 
8.6  nullion  forms  1040EZ  on  scrips  that  it  had  planned  to  process. 


"SCRIPS  is  to  be  foUowed  by  the  Document  Prtxessing  System  (DPS),  which  is  intended  to  replace 
most  of  IRS'  current  labor  intensive  data  transcnpbon  operations-  DPS  is  being  designed  to  image  data 
from  all  types  of  returns  as  well  as  correspondence.  Both  SCRIPS  and  DPS  are  designed  to  create  a 
digital  unage  of  a  paper-based  document  and  convert  selected  data  into  machine  readable  form,  known 
as  opucal  character  recogiudoa 


GAtVGGD-M'tS  The  1995  Filing  Season 


554 


As  a  result  of  the  problems  with  scrips,  irs  has  not  yet  realized  the 
system's  intended  benefits.  For  instance,  iRS  had  expected  that  increased 
processing  rates  would  result  in  lower  labor  costs.  However,  irs  processed 
fewer  forms  1040EZ  per  hour  on  scrips  in  1995  than  it  did  in  1994  on  the 
old  system  scrips  replaced.  Thus,  scrips  has  not  yet  achieved  any  savings 
in  labor  costs  associated  with  processing  forms  1040EZ.  In  addition,  irs 
has  postponed  plans  to  redistribute  additional  workload  to  sc  rips  and  to 
introduce  the  final  form  scheduled  for  scrips.  Appendix  fV'  has  additional 
information  on  the  effects  of  problems  with  scrips. 

Despite  the  many  problems  that  limited  scrips  effectiveness,  irs' 
"processing  cycle  time"  indicator,  which  measures  the  average  number  of 
days  it  takes  service  centers  to  process  returns,  showed  that  service 
centers  processed  returns  faster  in  1995  than  irs  expected.  More 
specifically,  irs'  data  showed  that  the  10  service  centers,  in  total, 
processed  individual  income  tax  returns  in  1995  within  a  range  of  5  to  9 
days  depending  on  the  type  of  form  (1040,  1040A,  or  1040EZ)  and  the 
processing  systems  used  (manual  data  entry  or  scrips).  That  compares 
favorably  with  irs'  processing  cycle  time  goal  of  1 1  days.  However,  that 
comparison  is  misleading  because  irs'  1 1-day  goal  was  much  higher  than 
the  5-  to  7-day  cycle  times  the  service  centers  had  achieved  in  1994. 
Comparing  irs'  1995  cycle  times  to  its  1994  cycle  times  rather  than  to  its 
goal  for  1995  shows  that  the  cycle  times  in  1995  worsened  in  many  cases. 
In  1994,  for  example,  none  of  the  10  service  centers  averaged  longer  than  9 
days  to  process  any  type  of  individual  income  tax  return.  In  1995,  six 
centers  took  longer  than  9  days,  including  four  of  the  five  centers  that  had 
scrips. 

Throughout  the  filing  season,  irs  ofGcials  worked  with  the  scrips 
contractor  to  remedy  the  hardware  and  software  problems.  At  the 
conclusion  of  the  filing  season,  they  met  to  assess  the  cause  of  these 
problems  and  determine  the  actions  needed  to  be  taken  before  the  next 
filing  season.  Among  the  actions  being  considered  are  upgrades  to  key 
components  of  the  system  that  are  intended  to  improve  processing  rates. 
We  will  continue  to  monitor  iRs'  efforts  to  address  scrips  problems  and  the 
effect  of  these  efforts  on  irs'  readiness  for  the  1996  filing  season. 

ConrlllsiotlS  Although  irs'  indicators  point  to  a  successful  1995  filing  season,  there  were 

several  problems  that  are  not  obvious  from  those  indicators. 
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IRs'  assertion  that  it  issued  refunds  on  paper  returns  in  1995  as  quickly  as  it 
did  in  1994  (i.e.,  within  an  average  of  36  days),  masks  the  fact  that  in  1995, 
unlike  1994,  millions  of  taxpayers  had  valid  refunds  delayed  for  up  to  8 
weeks.  iRS  chose  to  exclude  those  refunds  in  computing  the  refund 
timeliness  indicator,  even  if  iRS  found  no  problem  with  the  refund  and 
eventually  issued  it,  making  the  indicator  an  inaccurate  measure  of 
timeliness  in  1995.  Also,  while  we  agree  that  irs  needs  to  ensure  the 
validity  of  refund  and  eic  claims,  we  believe  that  iRS  could  have  avoided 
some  of  the  adverse  reaction  caused  by  the  refund  delays  if  it  had  done  a 
better  job  alerting  taxpayers  that  even  refunds  on  accurate  returns  might 
be  delayed.  A  related  source  of  potential  taxpayer  confusion  was  the 
apparent  cor\flict  between  iRs'  promise,  via  its  customer-service  standards, 
to  issue  a  refund  within  a  certain  number  of  days  if  the  taxpayer  filed  a 
complete  and  accurate  return  and  iRs'  decision  to  delay  certain  refunds 
well  beyond  the  promised  time  frame  while  it  verified  that  the  returns 
were  complete  and  accurate. 

Likewise,  iRs'  ability  to  answer  more  calls  than  it  estimated  it  could  answer 
means  little  to  the  many  taxpayers  whose  calls  to  irs  went  unanswered  or 
who  gave  up  in  frustration  after  reAeiving  nimierous  busy  signals.  By 
focusing  on  the  number  of  calls  irs  expects  to  answer  rather  than  the 
number  of  calls  actually  coming  in  or  the  number  of  taxpayers  trying  to 
reach  irs,  the  telephone  assistance  indicator  provides  a  distorted  picture 
of  the  accessibility  of  irs'  telephone  service,  irs  is  working  to  develop  a 
better  measure  of  accessibility.  Such  a  measure,  once  developed,  would  be 
a  more  meaiungfiil  indicator  of  irs'  telephone  service  during  the  filing 
season  than  the  percent  of  scheduled  calls  indicator  now  used. 

Even  though  irs  reported  success  in  meeting  its  retiims-processing  time 
frames  it  did  not  achieve  that  success  by  following  its  plan  to  use  the  new 
SCRIPS  equipment  irs  was  only  able  to  achieve  its  overall  goals  by 
rescheduling  some  workload  back  to  its  old  manual  data  entry  system.  IBS 
has  efforts  under  way  to  correct  the  scrips  problems.  If  those  problems 
cannot  be  resolved,  the  scheduling  of  other  forms  on  scrips  will  be  delayed 
even  longer,  resulting  in  further  lost  benefits  the  system  was  intended  to 
provide. 


Recommendations  to 
the  Commissioner  of 
Internal  Revenue 


If  IRS  plans  to  continue  validating  ssns  and  delaying  refunds  in  19%,  we 
recommend  that  it  adjusts  its  methodology  for  assessing  refund  timeliness 
to  include  delayed  refunds  associated  with  validly  filed  returns.  Also  after 
IRS  develops  a  measure  of  taxpayer  assistance  accessibility  that  focuses  on 
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the  number  of  incoinmg  calls  and/or  the  number  of  taxpayers  calling  for 
assistance,  we  recommend  that  it  includes  that  measure  among  its  key 
filing  season  performaince  indicators. 


Agency  Comments 
and  Our  Evaluation 


We  requested  comments  on  a  draft  of  this  report  from  the  Commissioner 
of  Internal  Revenue  or  her  designated  representative.  Responsible  iRS 
officials,  including  the  Assistant  Commissioner  for  Taxpayer  Services, 
Director  of  Investigations  (Tax  Refund  Fraud),  Electronic  Filing 
Executive,  Director  of  Tax  Forms  and  Publications,  and  Senior  Program 
Analyst  (Submission  Processing),  provided  irs'  conmients  in  a 
November  13,  1995,  meeting.  The  Chief  of  Taxpayer  Services  provided 
additional  comments  on  November  30.  irs  also  provided  a  few  factual 
clarifications  that  we  have  incorporated  in  this  report  where  appropriate. 

The  Chief  of  Taxpayer  Services  noted  that  irs  has  emphasized  the 
importance  of  having  accurate  ssns  on  tax  returns  filed  in  1995  by 
including  a  message  on  the  cover  of  all  tax  packages  and  through  many 
public  service  announcements.  Our  report  acknowledges  that  fact. 
However,  our  concern  is  with  tlie  lack  of  sufficient  warning  to  taxpayers 
that  their  refunds  nught  still  be  delayed  even  if  they  had  accurate  ssns  on 
their  tax  returns.  The  Chief  acknowledged  that  taxpayers  who  filed 
complete  and  accurate  returns  also  had  their  refunds  delayed  to  allow  irs 
additional  time  to  verify  the  claims  before  issuing  the  refunds,  and  he  said 
that  IRS  regretted  any  inconvenience.  Officials  at  the  November  13  meeting 
mentioned  that  there  was  a  lot  of  discussion  within  iRS,  before  the  1995 
filing  sesison,  about  how  much  irs  should  divulge  about  its  plans.  They  also 
noted  that  by  the  time  irs  had  finalized  its  plans  for  1995  it  would  have 
been  too  late  to  make  any  changes  to  the  tax  packages  and  Publication  17. 
which  had  already  been  printed.  They  said  that  even  if  irs  had  decided  to 
tell  taxpayers  more,  it  would  have  been  too  costly  to  reprint  those 
documents. 

irs  said  that  it  plat\s  to  continue  validating  ssns  and  delaying  refunds  in 
1996  but  has  revised  its  ss.N-validation  procedures  and  criteria.  Thus,  it 
expects  that  taxpayers  with  valid  ssns  will  have  only  a  small  chance  of 
having  their  refimds  delayed  in  1996.  Because  of  those  changes,  irs  saw  no 
need  to  revise  its  methodology  for  assessing  refimd  timeliness.  We  agree 
that  IRS  would  not  have  to  revise  its  methodology  if  those  changes  have  the 
expected  result  of  limiting  the  extent  to  which  valid  refunds  are  delayed. 
The  officials  acknowledged,  however,  that  if  that  result  is  not  achieved, 
the  methodology  would  have  to  be  adjusted.  We  will  be  monitoring  the 
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impact  of  irs'  revived  procedures  during  our  assessment  of  the  1996  filing 
season. 

The  Chief  of  Taxpayer  Services  noted  that  iRS  has  been  working  with  us  to 
develop  appropriate  measures  and  had  proposed  that  the  accessibility  of 
its  toll-free  telephone  service  be  measured  in  three  ways:  (1)  the 
percentage  of  individual  callers  served;  (2)  the  number  of  attempts  made 
by  successful  callers,  expressed  in  the  form  of  a  range;  and  (3)  the 
disposition  of  all  calls,  whether  they  were  answered,  received  a  busy 
signal,  or  were  abandoned.  Appendix  HI  of  this  report  includes  a 
discussion  of  ms  data  on  accessibility  using  those  three  measures.  The 
Chief  said  that  irs  would  continue  working  with  us  to  finalize  these 
measures  and  that,  given  those  continuing  discussions,  irs  felt  that  our 
recommendation  was  premature.  We  disagree,  irs  has  already  developed 
measures,  as  indicated  above,  and  those  measures  represent  reasonable 
indicators  of  the  accessibility  of  irs'  toU-frBe  telephone  service.  Our 
continuing  discussions  with  iKS  are  not  centered  on  the  measures 
themselves  but  on  the  reliability  of  the  data  used  for  those  measures.  Our 
recommendation  merely  seeks  a  commitment  from  irs  that  one  or  more  of 
those  measures,  once  finalized,  be  included  among  res'  key  filing  season 
performance  indicators.  We  do  not  believe  it  is  premature  to  seek  that 
commitment 

Our  draft  report  also  included  two  proposed  recommendations  that  were 
intended  to  provide  taxpayers  with  better  information  on  potential  refund 
delays  in  1996.  We  proposed  that  if  irs  planned  to  continue  validating  ssns 
and  delaying  refunds  in  1996,  it  (1)  clearly  alerts  taxpayers,  in  the  1040  tax 
package  and  Publication  17,  to  the  possibility  that  their  refunds  will  be 
delayed  even  if  there  are  no  problems  with  the  ssns  provided  on  their 
returns  and  (2)  reconciles  the  inconsistency  between  those  refiind  delays 
and  irs'  customer-service  standard. 

In  commentii\g  on  the  proposed  recommendations,  irs  said  that  the 
problem  we  identified  in  1995  with  respect  to  adequately  alerting 
taxpayers  should  not  recur  in  1996  because  of  the  aforementioned  changes 
to  irs'  ssN-validation  procedures  and  criteria  irs  has  however,  revised  its 
customer-service  standard  on  refunds  by  including  a  caveat  to  alert 
taxpayers  that  their  refunds  may  be  delayed  if  their  returns  are  selected 
for  further  review.  The  revised  standard  has  been  included  in  the  %x 
packages  and  F^iblication  17  for  tax  year  1995  (those  that  taxpayers  will 
use  in  preparing  returns  to  be  filed  in  1996).  Assuming  that  ms  is  correct  in 
believing  that  its  revised  procedures  will  cause  few  taxpayers  with  valid 
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SSNS  to  have  their  refunds  delayed,  we  believe  that  further  action  is 
unnecessary.  Accordingly,  we  have  deleted  the  two  proposed 
recommendations  from  our  final  report. 


We  are  sending  copies  of  this  report  to  various  congressional  committees, 
the  Secretary  of  the  Treasury,  the  Commissioner  of  Internal  Revenue,  the 
Director  of  the  Office  of  Management  and  Budget,  and  other  interested 
parties. 

Major  contributors  to  this  report  are  listed  in  appendix  V.  Please  contact 
me  on  (202)  512-91 10  if  you  have  any  questions. 

Sincerely  yours. 


^UA^Y^-iL*>^ 


Lynda  D.  Willis 
Director,  Tax  Policy  and 
Administration  Issues 


GACVGGD-9»48  Thr  199S  FiUn«  S«uon 


559 

Contents 


Letter  i 

i^pendix  I  24 

Processing  Tax 
Payments  Through 
Lockboxes 


i^pendix  n 

IRS  Efforts  to  Detect 

and  Deter  Refund 

FYaud 


^pendix  HI  29 

q^i       I,  ToU-Free  Telephone  Assistance  29 

leiepnone  Form-OnJenng  System  30 

Accessibility  IRS'  Data  on  Accessibility  Confinns  Our  Test  Results  30 


Appendix  FV 
Service  Center 
Recognition/Image 
Processing  System 
(SCRIPS) 


Appendix  V 

M£Uor  Contributors  to 

This  Report 

"JV^Jj^gg  Table  1 :  Number  of  Individual  Income  Tax  Retums  Received 

Through  Alternative  Filing  Methods  in  1994  and  1995 
Table  2:  IRS'  Performance  Goals  for  1994  and  1995  and  Related 

Accomplishments 
Table  3:  Number  of  Detected  Fraudulent  Refunds  in  Calendar 

Years  1990  Through  1995 
Table  4:  Amount  of  Detected,  Deleted,  and  Issued  Fraudulent 

Refunds  in  Calendar  Years  1990  Through  1995 


GM»GGD-M-4a  Tke  IMI  FUiag  Seuoa 


560 


FidlTBS  Figure  1:  Number  of  Individual  Income  Tax  Returns  Filed  in 

°  Fiscal  Years  1987  Through  1995 

Figure  ID.  1 :  Comparison  of  Toll-Free  Telephone  Accessibility  and 
Accuracy  During  the  1989  Through  1995  Filing  Seasons 


Abbreviations 

DDI  Direct  Deposit  Indicator 

DPS  Document  Processing  System 

Eic  Earned  Income  Credit 

FMS  Financial  Management  Service 

FTD  federal  tax  deposit 

IRP  Information  Returns  Program 

IRS  Internal  Revenue  Service 

RPS  Remittance  Processing  System 

SCRIPS  Service  Center  Recognition/Image  Processing  System 

SSN  Social  Security  number 


GAOMSGD-M-M  The  1986  Filing  Stsason 


561 


Appendix  I 


Processing  Tax  Payments  Through 
Lockboxes 


KS  envisions  that  by  the  year  2001,  90  percent  of  tax  payment  processing 
will  be  done  by  lockboxes.  Under  this  concept,  which  is  already  being 
used  for  some  types  of  tax  payments,  taxpayers  are  to  maU  payments  to  a 
lockbox,  which  is  a  postal  rental  box  serviced  by  a  commercial  bank.  The 
bank  processes  the  payments  and  transfers  the  funds  to  a  federal 
government  account  The  payment  and  payer  iitformation  is  then  recorded 
on  a  computer  tape  and  forwarded  to  irs  where  the  tape  is  to  be  used  to 
update  taxpayers'  accounts  on  iRs'  master  file. 

IRS  conducted  two  lockbox  tests  during  the  1995  filing  season  to  assess 
taxpayers'  willingness  to  use  different  procedures  for  mailing  tax 
payments  associated  with  their  returns.  For  each  test,  irs  sent  special 
Form  1040  packages  to  specific  taxpayers.  These  packages  included 

(1)  maUing  instructions  that  were  different  for  each  of  the  two  tests  and 

(2)  a  payment  voucher  that  could  be  scanned  by  optical  character 
recognition  equipment. 

One  test  package  contained  one  return  envelope  with  two  different 
tear-ofif  address  labels — one  label  addressed  to  the  lockbox  was  to  be  used 
for  a  return  with  a  tax  balance  due,  while  the  other  label  addressed  to  the 
service  center  was  to  be  used  for  a  return  with  a  zero  balance  or  with  a 
refund  due  to  the  taxpayer.  Taxpayers  with  balanceKlue  returns  were 
instructed  to  include  the  return,  payment,  and  voucher  in  one  envelope 
and  to  affix  the  label  addressed  to  the  lockbox.  The  bank  that  serviced  the 
lockbox  separated  the  return  from  the  payment,  deposited  the  payment, 
recorded  the  payment  information  on  a  computer  tape,  and  forwarded  the 
return  and  the  computer  tape  to  irs  for  processing. 

The  other  test  package  used  two  envelopes— one  addressed  to  the  service 
center,  the  other  addressed  to  the  lockbox.  All  taxpayers  were  instructed 
to  send  their  returns  in  the  envelope  addressed  to  the  service  center. 
Taxpayers  who  owed  a  balance  were  to  use  the  second  envelope  to  send 
their  payments  and  vouchers  to  the  lockbox.  The  bank  processed  the 
payment  and  voucher  as  described  above. 

As  of  nud-June  1995,  ms  had  not  yet  received  the  management  information 
needed  to  evaluate  the  two  lockbox  tests.  However,  irs  had  already  made 
decisions  to  (1)  continue  testing  the  two-label  method  in  certain  tax 
packages  for  the  1996  filing  season,  (2)  include  a  voucher  inside  eveiy 
1996  Fonn  1040  tax  package  (except  1040A  and  1040EZ),'2  (3)  instiuct 


"According  to  an  IRS  official,  fonn  1(M0A  and  1040EZ  are  being  excluded  because  hisorical  daa 
indicate  that  only  U  percent  and  I  percent  respectively  of  taxpayen  who  file  those  fonns  wiU  have  a 
■remittance. 
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practitioners  to  send  all  returns  with  remittances,  no  matter  what  1040  tax 
form  they  are  associated  with,  to  the  lockbox,  and  (4)  implement  the 
two-envelope  method  in  all  1040  packages  (with  the  possible  exception  of 
Forms  1040A  and  1040EZ)  starting  with  the  1997  filing  season.  According 
to  an  IRS  official,  the  purposes  of  including  a  standard  voucher  in  tax 
packages  not  included  in  the  lockbox  test  are  (1)  to  familiarize  taxpayers 
with  the  use  of  a  voucher  and  (2)  to  lighten  the  workload  being  processed 
through  the  old  remittance  processing  system  (rps)  at  service  centers.  iRS 
plans  to  use  a  newer  system,  Rreil,  to  scan  the  scannable  vouchers  sent  to 
the  service  centers  from  the  test  tax  packages. 

According  to  an  irs  official,  the  two-envelope  method  will  not  be  used  for 
the  1996  filing  season  because  irs  cannot  easily  determine  if  the  retiurt 
inside  the  envelope  is  one  that  involves  a  refund.  That  determination  is 
important  because  iRS  gives  priority  to  refiind  returns  to  help  ensure  that 
the  return  gets  processed  and  the  refund  gets  issued  before  the 
government  has  to  pay  interest  on  the  refund.  In  the  past,  a  service  center 
knew  a  return  did  not  involve  a  refimd  if  it  opened  the  envelope  and  found 
a  check  inside.  Under  the  two-envelope  system,  the  service  center  only 
receives  the  tax  return  and  thus  has  no  quick  way  to  isolate  those  returns 
involving  payments  from  those  involving  refunds.  For  the  1997  tiling 
season,  irs  is  considering  redesigning  the  tax  forms  to  help  service  centers 
more  easily  identify  the  type  of  return  received. 

According  to  information  obtained  from  irs,  the  use  of  lockboxes  to 
process  remittances  associated  with  Forms  1040  in  1995  resulted  in  an 
interest  cost  avoidance  of  about  $44.3  million  by  getting  money  deposited 
faster  through  the  lockbox.  This  mearts  that  the  Treasury  did  not  have  to 
borrow  this  money  to  pay  towards  certain  government  obligations.  At  the 
same  time,  according  to  irs,  it  cost  about  $3.4  million  to  process  those 
remittances  through  the  lockboxes,  leaving  a  net  savings  of  about 
$40.9  million,  irs  expects  that  the  amount  of  interest  cost  avoidance  wiU 
decrease  each  year  as  the  lockboxes  take  on  higher  volumes  of 
remittances  thereby  slowing  the  banks'  productivity.  As  the  program  is 
expanded  to  all  types  of  tax  packages,  volumes  at  the  lockbox  will 
increase  while  average  dollar  amoimt  remitted  will  decrease.  Bank  costs 
associated  with  the  larger  volumes  are  also  expected  to  increase. 

Treasury  Financial  Manual  Bulletin  No.  94-07,  dated  March  1,  1994, 
provides  that  if  the  interest  cost  avoidance  of  a  lockbox's  accelerated 
deposits  is  less  than  the  cost  charged  by  the  lockbox,  the  agency  (in  this 
case,  irs)  is  required  to  pay  all  lockbox  bank  charges,  other  than  those 
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needed  to  maintain  a  regular  bank  account.  Othenvise  Treasury's 
Financial  Management  Service  (fms)  pays  the  charges.  Because  the 
amount  of  interest  cost  avoidance  resulting  from  iRs'  lockbox  program  has 
exceeded  the  related  bank  charges,  fms  has  paid  those  charges.  According 
to  aniRS  National  Office  official  responsible  for  the  lockbox  program, 
neither  irs  nor  fms  expects  the  amount  of  interest  cost  avoidance  in  the 
future  to  fall  below  the  amount  of  bank  charges. 
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IRS  Efforts  to  Detect  and  Deter  Refund 
Fraud 


In  1995,  IRS  expanded  its  efforts  to  combat  refund  fraud.  Much  of  what  res 
did  involved  verifying  ssns,  with  an  emphasis  on  returns  claiming  the  eic. 
IRS  was  looking  for  missing  ssns,  ssns  that  did  not  n\atch  the  Social 
Security  Administration's  records,  and  ssns  that  had  already  been  used  on 
another  return  filed  in  1995. 

As  we  discussed  in  a  June  1995  testimony"  before  the  Senate  Finance 
Committee,  the  expanded  procedures  for  selecting  paper  returra  to  verify 
SSNS  identified  many  problem  returns,  but  some  that  should  have  been 
selected  for  ssn  verification  were  not.  In  total,  irs  identified  approximately 
the  volume  of  paper  returns  with  invalid  ssns  that  it  had  expected  to 
handle  during  the  filing  season,  but  volumes  fluctuated  widely  among  irs 
service  centers.  For  example,  one  service  center  received  about 
360  percent  of  its  expected  volume,  while  another  received  only 
61  percent.  As  a  result,  service  centers  used  somewhat  different  criteria 
for  determining  which  taxpayers  would  be  asked  to  verily  ssns  and  to 
provide  additional  evidence  of  their  eic  ehgibility.  Computer  problems  also 
occurred  during  the  filing  season,  which  caused  some  returns  not  to  be 
selected  for  ssn  verification  when  they  should  have  been. 

IRS  also  experienced  some  problems  as  it  began  checking  for  duplicate 
SSNS.  These  problems  included  difficulties  in  constructing  the  database  to 
identify  duplicate  ssns,  poorly  organized  computer  listings  that 
enforcement  personnel  found  difficult  to  use,  and  cumbersome 
procediu"es  for  coordinating  the  work  of  different  irs  service  centers,  irs  is 
analyzing  the  results  of  the  1995  initiative  and  plans  to  make  changes  for 
1996.  Further  automation  of  the  process  is  a  primary  goal. 

We  were  not  able  to  assess  the  success  of  irs'  initiatives.  At  the  time  we 
completed  our  audit  work,  information  was  not  yet  available  on  such 
things  as  the  nu.nber  of  (I)  duplicate  ssns  identified  and  resolved  by  irs, 
(2)  EIC  claims  ac^usted  or  withdrawn  after  irs  questioned  a  tajcpayer  about 
an  ssn,  or  (3)  erroneous  ssns  corrected  as  a  result  of  irs'  efforts. 

Some  information  was  available,  however,  that  sheds  light  on  the  results 
of  irs'  efforts.  According  to  irs: 

As  a  result  of  the  6-to-8  week  delay  on  eic  refunds,  irs  was  able  to  stop  an 
additional  $6  milUon  in  fraudulent  refund  claims  that,  in  past  years,  would 
have  been  issued  before  irs  had  detected  the  fraud. 


"Eamed  Income  Cr-^it  Noncomplimce  and  Potential  Eligibility  RevisioiH  (GA(VT-GGIMI6.179, 

June  8,  1995). 
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IBS  had  received  18.9  miUion  eic  claims  as  of  the  end  of  September  1995, 
compared  with  14.8  million  claims  at  the  same  time  In  1994.  All  of  that 
increase  was  due  to  a  legislative  change  that  made  persons  without 
qualifying  children  eUgible  for  the  credit  in  1995.  iRS  had  expected  to 
receive  about  20  million  claims  in  1995,  including  about  5.3  miUion  from 
persons  without  qualifying  children.  Eic  claims  in  1995  totaled  about  $20.9 
billion  as  of  September  30  compared  with  about  $15.2  bilUon  as  of 
October  1  1994.  Only  about  12  percent  of  that  increase  was  attnbuted  to 
claims  from  taxpayers  with  no  qualifying  chUdren.  As  a  result  of  IBS 
scrutiny  of  eic  claims,  3.2  million  taxpayers  received  their  refunds  m  two 
checks  because  the  Eic  portion  of  their  refund  was  temporarily  delayed. 
,   IBS  tracked  400  returns  that  had  been  rejected  by  the  electromc  flhng 
system  and  found,  among  other  things,  that  1 13  (28  percent)  of  the 
individuals  involved  subsequenUy  fUed  on  paper,  using  the  same  ssN  that 
had  been  rejected  by  the  electronic  filing  system,  and  were  issued  a 
refund. 
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Telephone  Accessibility 


To  assess  the  ability  of  taxpayers  to  reach  irs  by  telephone  to  ask  a 
question  about  the  tax  law  or  their  accounts  or  to  order  forms  or 
publications,  we  conducted  two  tests — one  of  irs'  toll-free  telephone 
assistance  system  and  the  other  of  irs'  toll-free  form-ordering  system. 

To  conduct  the  tests,  we  placed  telephone  calls  at  various  times  during 
each  workday  from  January  30  through  February  1 1  and  from  April  3 
through  April  15,  1995.  We  made  our  calls  from  seven  metropolitan 
areas — Atlanta;  Chicago;  Cincmnati;  Kansas  City;  New  York;  San 
Francisco;  and  Washington,  D.C.  Each  attempt  to  contact  irs  consisted  of 
up  to  five  calls  at  1-minute  intervals.  If  we  reached  irs  during  any  of  the 
five  calls  and  made  contact  with  an  assistor,  we  considered  the  attempt 
successful.  If  we  reached  irs  during  any  of  the  five  calls  but  were  put  on 
hold  for  more  than  7  minutes  without  talking  to  an  assistor,  we  abandoned 
the  call,  did  not  dial  again,  and  considered  the  attempt  unsuccessful.  If  we 
received  a  busy  signal,  we  hung  up,  waited  1  minute,  and  then  redialed.  If 
after  four  redials  (five  calls  in  total)  we  had  not  reached  irs,  we  considered 
the  attempt  ui^successful. 


Toll-Free  Telephone 
Assistance 


We  tested  the  accessibility  of  the  toll-free  telephone  assistance  system  irs 
tells  taxpayers  to  call  if  they  have  a  question  about  their  account,  the  tax 
law,  or  IRS  procediu-es.  Of  745  attempts  to  contact  an  assistor,  249 
(33  percent)  were  successfiil — 87  on  the  first  call,  55  on  the  second  call, 
and  107  after  3  to  5  calls.  In  another  89  cases  (12  percent),  we  got  into  irs' 
system  but  were  put  on  hold  for  more  than  7  minutes  and  thus  hung  up 
before  making  contact  with  an  assistor.  The  remaining  407  attempts 
(55  percent)  were  aborted  after  we  received  busy  signals  on  each  of  our  5 
dialings.  Oiu-  745  attempts  to  contact  an  assistor  required  a  total  of  2,821 
calls  to  irs'  toll-free  telephone  number.  Of  those  2,821  calls,  we  succeeded 
in  getting  through  to  an  irs  assistor  249  times — a  9-percent  accessibility 
rate. 


In  conducting  our  test,  we  did  not  ask  questions  of  the  assistors  because  it 
was  not  our  intent  to  assess  the  accuracy  of  their  assistance,  irs  does  its 
own  test  of  accuracy,  and  we  have  assured  ourselves  in  the  past  about  the 
reliability  of  iRs'  methodology,  irs'  test  data  for  1995  showed  an  accuracy 
rate  of  90.1  percent  as  of  April  15,  1995.  That  compares  with  a  rate  of 
89  percent  for  the  same  period  in  1994. 
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System 


One  way  taxpayers  can  obtain  tax  forms  and  publications  is  to  place  an 
order  through  iRs'  telephone  form-ordering  system.  The  order  will  then  be 
filled  by  one  of  irs'  three  forms  distribution  centers.  To  determine  the  level 
of  service  irs  provides  to  taxpayers  trying  to  access  this  ordering  system, 
we  conducted  another  test  using  the  same  procedures  used  for  the  first 
test. 


Our  results  showed  that  the  form-ordering  system  was  much  more 
accessible  than  the  toll-free  telephone  assistance  system.  However,  there 
was  still  much  room  for  improvement.  Of  484  attempts  to  contact  a 
distribution  center  representative,  443  (91.5  percent)  were 
successful — 299  on  the  first  call,  76  on  the  second  call,  and  68  after  3  to  6 
calls — and  41  (8.5  percent)  were  aborted  after  five  dialings.  We  did  not 
abandon  any  calls  when  placed  on  hold  because  we  were  not  held  waiting 
for  more  than  7  minutes.  Our  484  attempts  to  contact  a  representative 
required  883  calls.  Of  those  883  calls,  we  succeeded  in  getting  through  to 
an  IRS  representative  443  times — a  50-percent  accessibility  rate. 

As  with  the  first  test,  our  intent  was  to  determine  how  easy  it  was  to  reach 
IRS  over  the  telephone.  We  did  not  assess  how  well  the  distribution  centers 
filled  orders  for  tax  forms  and  publications  because  (1)  our  checks  in 
recent  years  showed  that  irs  was  doing  a  good  job  of  filling  orders,  (2)  irs 
contracts  for  its  own  test  of  distribution  center  performance,  and  (3)  our 
prior  review  of  the  contractor's  methodology  resulted  in  changes  that  have 
improved  its  reliability. 

The  contractor  measures  the  length  of  time  fix)m  when  an  order  is  placed 
until  the  contractor  receives  notification  about  that  order  (either  by  full  or 
partial  receipt  of  the  material  ordered  or  notification  that  the  material  has 
been  back  ordered).  The  contractor  also  measures  accuracy  by  comparing 
the  items  ordered  with  those  received.  The  contractor's  results  for  the  first 
part  of  the  fiscal  year  showed  that  (1)  it  took  the  distribution  centers  an 
average  of  16  days  to  fill  an  order,  which  is  within  irs'  stated  time  fhime  of 
9  to  21  days  and  (2)  97.9  percent  of  the  orders  were  filled  correctly,  which 
exceeded  irs'  goal  of  96.5  percent 


IRS'  Data  on 
Accessibility  Confirms 
Our  Test  Results 


We  have  been  working  with  representatives  from  the  Department  of  the 
Treasury  and  ms  to  develop  a  better  way  to  measure  the  accessibility  of 
iRS'  telephone  service.  Although  there  are  still  some  issues  to  be  resolved, 
such  as  how  to  best  measure  the  number  of  times  a  caller  had  to  dial 
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before  reaching  an  assistor,  the  data  compiled  by  irs  for  1995  confirmed 
the  results  of  our  tests. 

IRS  summarized  its  data  as  follows: 

"For  the  period  January  1,  1995,  to  ^rU  15.  1995,  an  estimated  46.9  million  callers  made 
236. 1  nuUion  call  attempts  to  irs  for  assistance.  This  equates  to  an  average  of  5  attempts  per 
caller.  We  answered  19.2  million  calls  which  represents  41  percent  of  the  callers.  Of  the 
19.2  million  callers  who  received  an  answer,  50  percent  were  answered  within 
^proximately  1  attempt,  75  pwrcent  were  answered  within  approximately  5  attempts." 

"Of  the  236.1  million  attempts,  19.2  miUion  received  an  answer,  which  represents  8  percent 
of  the  total  attempts.  The  remaiiung  216.9  million  call  attempts  either  received  busy  signals 
or  were  terminated  by  the  callers  because  they  did  not  want  to  wait  in  queue  for  an 
assistor." 

As  shown  in  tigure  ni.l,  irs'  reported  accessibility  rate  of  8  percent 
continued  a  downward  trend  since  1989  and  was  13  percentage  points 
below  1994.  However,  the  1995  accuracy  rate  on  answers  to  tax  law 
questions  continued  an  upward  trend.''' 


'^In  a  July  1995  report,  IRS"  Internal  Audit  identified  one  area  where  telephone  assistors  apparently  had 
problems — at  least  early  in  the  filing  season  Interna]  Audit  nuide  92  test  calls  between  January  10  and 
February  7  to  assistors  nationwide  with  quesbons  about  changes  to  EIC  eligibility  thai  were  effective 
with  income  tax  returns  filed  in  199!S  In  28  (30  percent)  of  the  92  calls,  according  to  Internal  Audit, 
assistors  either  incorrectly  advised  taxpayers  about  their  eligibibty  for  EIC  or  advised  them  incorrectly 
on  related  tax  issues. 
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Rgure  III.1 :  Comparison  of  Toil-Free  i^^^^Bi 

Telephone  Accessibility  and  Accuracy  100     Percent 
During  the  1989  Through  1995  Filing 

Seasons  " 


19(9     1990     1991     1992     1993     1994     1995 


I I  AccessibitiTy 

^^^H  Accuracy 


Source  IRS'  Managemeni  Information  System  lor  Top  Level  Executrves  and  IRS'  Telephone  Data 
Repons 
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SCRIPS  is  a  multimillion  dollar  system'^  designed  to  process  income  tax 
returns  filed  on  Form  1040EZ  and  other  ms  documents"  by  electronically 
scanning  the  document,  capturing  the  data,  and  storing  an  image  of  the 
scanned  document,  scrips  was  tested  in  Cincinnati  in  1994  and  used  in  five 
processing  centers — Austin,  Cincinnati,  Kansas  City,  Memphis,  and 
Ogden — in  1995.  In  coi\junction  with  the  implementation  of  scrips,  irs 
consolidated  the  processing  of  irp  documents  at  the  five  scrips  centers  and 
FTD  coupons  at  four  of  the  five  scrips  centers,  irs  continued  to  process 
forms  1040EZ  at  all  10  service  centers  but  planned  to  consolidate  1040EZ 
processing  in  the  five  scrips  centers  by  1996.  irs  planned  to  start 
processing  all  forms  941  received  at  the  five  scrips  centers  in  July  1995  and 
redistribute  100  percent  of  the  forms  941  workload  fit)m  non-scRiPS 
centers  by  1996. 

IRS  planned  to  process  76.4  million  ftds,  57.4  million  irp  doctiments,  and 
8.6  million  forms  1040EZ  on  scrips  during  the  1995  filing  season.  iRS 
expected  that  scrips  would  provide  faster  and  more  accurate  document 
processing,  lower  maintenance  costs,  reduce  manual  data  entry,  lessen 
error  correction,  and  minimize  document  storage  requirements.  But, 
extensive  downtime  and  slower-than-expected  processing  rates  during  the 
filing  season  limited  the  effectiveness  of  scrips.  The  impact  of  these 
problems  was  most  felt  in  the  processing  of  forms  1040EZ. 

Some  centers  stopped  1040EZ  processing  on  scrips  completely  or  for 
extended  periods  of  time.  As  a  result,  irs  was  able  to  process  only  about  56 
percent  of  the  expected  8.6  million  forms  1040EZ  on  scrips.  Although  the 
centers  were  able  to  process  the  rest  of  the  forms  1040EZ  on  their  old 
systems,  doing  so  required  additional  resources  and  costs,  and  some 
centers  reported  that  the  average  time  it  took  to  process  a  return 
increased  because  of  the  scrips  problen^s.  Processing  center  officials  told 
us  of  budget  overruns  as  a  result  of  slower-than-expected  scrips 
processing  times,  irs  had  scheduled  25.6  staff  years  for  processing 


''scrips  is  the  flrst  of  two  document  imagmg  systems  intended  to  improve  IRS'  ability  to  capture  data 
electronically  and  streamline  much  of  its  paper-processmg  operations  IRS'  estimate  of  the  cost  to 
design,  develop,  and  maintam  SCRIPS  through  the  year  2O00  is  $1.12  million  SCRIPS  is  to  be  followed 
by  the  Document  Processing  System,  which  is  mtended  to  replace  most  of  IRS'  current  labor  mtensive 
data  transcnption  operations.  The  Document  Processmg  S>-5tem  is  being  designed  to  image  data  from 
all  types  of  individual  and  busmess  r 


"Other  documents  include  fedeial  tax  deposit  (FTD)  coupons;  Information  Returns  Program  CIRP) 
(Jocuments.  such  as  forms  1099  used  by  banks  and  other  third  parties  to  repon  payments  of  mterest, 
dividends,  etc.;  and  employer's  quarterly  federal  lax  returns  (Form  941) 
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Service  Center  Becognition/Inuge 

Procening  System  (SCRIPS) 


other-than-full-paid  forms  1040EZ  but  used  66.5  staff  years."  During  the 
1995  filing  season,  iRS  processed  64  forms  1040EZ  per  hour,  28  percent 
slower  than  the  89  documents  per  hour  processed  in  1994  on  the  systems 
that  SCRIPS  replaced. 

An  official  at  one  processing  center  told  us  that  as  a  result  of  the  problems 
with  SCRIPS,  the  center  had  to  (1)  delay  furloughing  seasorud  staff,  (2)  work 
2  additional  weekends  of  overtime  (about  18,000  additional  overtime 
hours)  to  get  returns  processed  within  established  time  frames, 
(3)  reinstall  old  optical  character  recognition  equipment  and  add 
additional  terminals  at  a  cost  of  about  $4,300,  and  (4)  train  163  additional 
employees  on  how  to  use  the  old  processing  systems. 

iRS'  Internal  Audit  issued  a  report  on  irs'  1994  scrips  test  that  cited  several 
factors  that  may  have  contributed  to  the  problems  encountered  in  1995.'* 
Internal  Audit  found  that  (1)  scrips  had  not  been  fully  tested  to  meet 
output  and  storage  requirements,  (21  irs  accepted  the  system  without 
conducting  required  acceptance  and  equipment  testing,  and  (3)  scrips  was 
not  meeting  contractual  requirements  for  capturing  Form  1040EZ  and  irp 
data  accurately.  Had  irs  conducted  the  proper  testing,  many  of  the 
problems  encountered  during  the  1995  filing  season  might  have  been 
identified  and  corrected  before  system  implementation. 

At  the  conclusion  of  our  audit  work,  irs  was  assessing  scrips  performance 
to  identify  problem  causes  and  needed  corrective  action.  In  the  meantime, 
irs  postponed  plans  to  process  Form  941  on  scrips  and  redistribute  1040EZ 
workload  from  the  five  centers  that  do  not  have  scrips.  We  will  be 
monitoring  irs'  efforts  to  improve  scrips  performance,  especially  as  they 
affect  iRs'  readiness  for  the  1996  filing  season. 


""Other-than-full-pajd'  tax  returns  are  those  returns  filed  by  taxpayers  who  either  were  due  a  refund 

or  did  not  pay  the  full  amount  of  tax  owed  at  the  time  of  filing  These  returns  con^)rised  about 

92  percent  of  the  forma  1040EZ  filed  at  the  five  submission  processing  centers  during  the  1996  filing 

"Interim  EXaluation  of  the  Service  Center  Recognition/Image  Processing  System  (SCRIPS)  Pilot.  IRS 
Internal  Audit,  Reference  No  054406,  May  8,  1995. 
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Administration  Issues 
Division,  Washington,  Momka  R.  Gomez,  Evaluator 

T)  Q  Christopher  E.  Hess,  EX'aluator 


Kansas  City  Regional       ^^To^^^;T£T^f'^' 

OrnCe  Marge  Vallazza,  Reports  Analyst 
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DEPARTMENT  OF  THE  TREASURY 

INTERNAL  REVENUE  SERVICE 
WASHINGTON.  DC    20224 

►.    u..  Hooo  95  Aii^  -5  r.;:i!:Ci» 

March  14,  1996 


JiPh     i  .996 

The  Honorable  Ted  Stevens 

Chairman 

Committee  on  Governmental  Affairs 

United  States  Senate 

Washington,  D.C.  20510 

Dear  Mr  Chairman: 

In  accordance  with  31  U.S.C.  section  720,  I  am  writing  you  concerning  actions  by 
the  Internal  Revenue  Service  (IRS)  in  response  to  the  recommendations  contained  in  a 
report  by  the  General  Accounting  Office  (GAO)  entitled  Tax  Administration:  Electronic 
Filing  Falling  Short  of  Expectations  (GGD-96-12,  October  31,  1995). 

The  GAO  report  contains  several  recommendations  geared  to  addressing  the 
electronic  filing  program  (ELF).    Specifically,  this  report  focuses  on  assessing  (1)  the 
IRS'  progress  in  maximizing  electronic  filing;  (2)  the  availability  of  data  needed  to 
develop  an  electronic  filing  strategy;  and  (3)  the  implications  for  the  IRS  if  it  does  not 
significantly  reduce  its  paper-processing  workload. 

Our  July  27,  1995,  response  to  GAO  on  the  draft  of  this  report  is  included  in  the 
final  report  beginning  on  page  17.  We  generally  agree  with  the  report 
recommendations  to  (1)  identify  those  groups  of  taxpayers  who  offer  the  greatest 
opportunity  to  reduce  the  IRS'  paper-processing  workload  and  operating  costs  if  they 
were  to  file  electronically  and  develop  strategies  that  focus  the  IRS'  resources  on 
eliminating  or  alleviating  impediments  that  inhibit  those  groups  from  participating  in  the 
program,  including  the  impediment  posed  by  the  program's  cost;  (2)  adopt  goals  for 
electronic  filing  that  focus  on  reducing  the  IRS'  paper-processing  workload  and 
operating  costs  (these  goals  could  be  used  in  addition  to  the  existing  electronic  filing 
goal  to  assess  the  IRS'  progress  in  achieving  the  intended  benefits  of  electronic  filing); 
and  (3)  prepare  contingency  plans  for  the  possibility  that  the  electronic  filing  program 
will  fall  short  of  expectations. 

In  addition  to  our  response  to  the  final  report  recommendations,  we  would  like  to 
make  the  following  comments.  The  IRS  Is  continuing  to  develop  and  refine  its 
strategies  for  'non-paper  filing  "  This  year,  the  IRS  will  be  implementing  several 
components  of  our  overall  electronic  filing  strategy  to  encourage  taxpayers  to  fulfill  their 
tax  obligations  without  sending  paper  to  the  IRS    Included  among  these  strategies  is 
the  recently-announced  plan  to  expand  the  very  successful  TeleFile  program 
nationwide  in  1996. 
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TeleFile  is  the  first  totally-automated  way  of  filing  an  individual  federal  income  tax 
return.  Millions  of  Americans  who  enjoy  the  convenience  of  shopping  or  banking  by 
phone  will  now  be  able  to  file  Forms  1040EZ  simply  by  mal<ing  a  short  telephone  call  to 
a  toll-free  number    Like  shopping  and  banking  by  phone,  TeleFile  is  totally  paperless. 
Taxpayers  will  end  their  call  by  using  a  personal  identification  number  (PIN)  that  will 
substitute  for  the  signature  required  on  paper  returns.  An  estimated  23  million 
taxpayers  will  now  be  able  to  file  paperless  tax  returns  over  the  phone.  Approximately 
three  million  taxpayers  are  expected  to  file  via  TeleFile  in  1996  compared  to  the 
680,000  taxpayers  who  used  TeleFile  last  year  when  the  program  was  available  in  ten 
states 

Many  other  initiatives  to  reduce  paper  filing  are  also  underway    After  successful 
testing  last  year,  an  estimated  500,000  Forms  941  will  be  filed  electronically  in  1996  as 
the  program  is  made  available  to  all  taxpayers.  This  new  filing  option  will  greatly  benefit 
businesses  which  already  have  to  make  their  Federal  Tax  Deposits  electronically 
through  a  system  called  TAXLINK. 

TAXLINK  eliminates  the  need  for  employers  to  bring  checks  and  paper  deposits 
to  designated  banks  to  pay  their  taxes.  Once  enrolled  in  TAXLINK,  an  employer  may 
initiate  electronic  payments  to  the  IRS  by  telephone  or  computer.  As  of  March  1 ,  1996, 
the  IRS  has  collected  almost  $383  billion  since  TAXLINK  started  in  1992  from  over 
55,000  participants    A  more  advanced  Electronic  Federal  Tax  Payment  System  will 
replace  TAXLINK  in  1996,  enabling  IRS  to  handle  future  electronic  transactions. 

The  IRS  is  also  continuing  to  explore  methods  for  taxpayers  to  file  directly  from 
home  which  would  open  the  electronic  filing  market  to  a  new  and  more  sophisticated 
group  of  taxpayers.  Finally,  the  IRS  went  online  with  its  new  home  page  on  the  World 
Wide  Web  (WWW)  in  January  ~  another  vehicle  for  providing  information  to  taxpayers 
electronically. 

The  IRS  WWW  site  became  operational  for  public  use  on  January  8,  1996,  after 
the  success  of  a  1995  pilot  program.  The  site  includes  user-friendly  graphics  and 
dramatically  expanded  self-help  services,  including  hypertext  links  from  index  or  text 
directly  to  appropriate  forms,  publications  or  other  information.  The  IRS'  WWW  site 
serves  as  the  Internet  gateway  to  Internal  Revenue  Information  Services  (IRIS)  on 
FedWorld  and  is  also  electronically  linked  to  the  Treasury  and  White  House  WWW 
sites.  This  year  through  March  10,  1996,  there  have  been  26,554,204  million  accesses 
to  the  IRS  WWW  site. 
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The  Internal  Revenue  Service  strongly  believes  that  the  electronic  filing  program 
currently  focuses  on  those  taxpayers  who,  by  filing  electronically,  w/ill  offer  the  greatest 
opportunity  to  reduce  our  paper  processing.  Further,  IRS  management  continues  to 
explore  possible  additions  to  the  current  ELF  legacy  system  while  developing  new 
programs  to  increase  electronically-filed  returns  in  future  years    This  goal  will  be 
accomplished  with  the  assistance  of  external  and  internal  stakeholders. 

If  you  have  any  questions,  please  do  not  hesitate  to  contact  me  or 
Erik  North,  National  Director  for  Legislative  Affairs,  at  622-3720. 


Sincerely, 

Margaret  Milner  Richardson 
Enclosure 
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October  1995 
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United  States 

General  Accounting  OfBce 

Washington,  D.C.  20548 


General  Government  Division 


October  31,  1995 

The  Honorable  John  Glenn 
Ranking  Minority  Member 
Committee  on  Governmental  Affairs 
United  States  Senate 

Dear  Senator  Gleiui: 

Electronic  filing  is  a  cornerstone  of  the  Internal  Revenue  Service's  (irs) 
plan  to  move  away  from  the  traditional  paper-based  return  filing.  In 
May  1993,  ms  established  a  goal  of  receiving  80  million  tax  returns 
electronically  in  2001 — about  36  percent  of  all  the  tax  returns  it  expects  to 
receive  that  year.  Our  July  1995  report  on  res'  multibillion  dollar 
modernization  effort,  known  as  Tax  Systems  Modernization,  included  a 
discussion  of  the  need  for  irs  to  develop  a  strategy  to  maximize  electroruc 
filing.'  This  report,  prepared  under  our  basic  legislative  authority,  builds 
on  that  mess^e  by  assessing  (1)  irs'  progress  in  broadening  the  use  of 
electronic  filing,  (2)  the  availability  of  data  needed  to  develop  an 
electronic  filing  strategy,  and  (3)  the  implications  for  irs  if  it  does  not 
sigruficantly  reduce  its  paper-processing  workload. 

T>_  _Ujy__-  _.  J  ids  is  in  the  midst  of  a  m^or  modernization  effort,  which,  if  implemented 

^  as  intended,  will  change  the  way  irs  receives,  processes,  stores,  and 

retrieves  information  needed  to  administer  the  tax  system  and  change  the 
way  taxpayers  and  irs  interact.  As  part  of  this  effort,  irs  plar\s  to  ( 1 )  shift 
from  a  paper-based  to  an  electroruc  tax-processing  system,  (2)  consolidate 
fi^gmented  telephone  assistance  into  fewer  centrally  maiuiged  locations  to 
handle  almost  all  taxpayer  calls,  and  (3)  develop  a  database  that  contains 
all  pertinent  taxpayer  account  information  and  make  that  information 
readily  available  to  all  employees  who  need  it.  These  plans  are  all  part  of 
what  irs  calls  its  new  business  vision. 

irs  is  making  organizatioruil  changes  to  acconunodate  this  new  vision  by 
(1)  moving  responsibility  for  processing  electronic  returns  from  5  service 
centers  to  3  computing  centers;  (2)  consolidating  in  6  submission 
processing  centers,  the  paper-processing  activities  now  done  in  10  service 
centers;  and  (3)  consolidating  in  23  sites,  the  customer  service  activities 
now  done  in  over  70  sites. 


'Tax  Systems  Modenuzation:  Management  and  Technical  Weaknesses  Must  Be  Corrected  If 
Modemiaation  Is  To  Succeed  (GAO/AIMD.S5-166.  July  26,  1995) 
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Electronic  filing  is  one  of  iRS'  first  ventures  into  a  more  modem 
environment.  This  alternative  to  the  traditional  filing  of  paper  returns 
started  as  a  test  in  1986  and  became  available  nationwide  in  1990.  Some 
taxpayers  can  file  electronically  by  telephone,  but  most  electronic  filing  is 
done  through  a  tax  return  prepjirer  or  an  electronic  return  transmitter. 
Once  received  by  irs,  electronic  returns  are  automatically  edited, 
processed,  and  stored — functions  that  are  performed  manually  for  paper 
returns. 

Electronic  filing  benefits  taxpayers.  The  benefits  include  receipt  of  their 
refunds  several  weeks  sooner  than  if  they  had  filled  paper  returns  and 
greater  assurance  that  (1)  iRS  has  received  their  returns,  (2)  the  returns  are 
mathematically  accurate,  and  (3)  information  on  the  returns  has  been 
accurately  posted  to  the  taxpayers'  accounts  in  irs'  records. 

Compared  with  iRs'  current  procedures  for  processing  paper  returns, 
electronic  filing  has  several  benefits  for  iRS.  These  benefits  include 
reduced  costs  of  processing,  storing,  and  retrieving  returns  and  faster, 
more  accurate  processing  of  returns  and  refunds.  Also,  with  electronic 
filing,  IRS  gets  100  percent  of  the  return  information  in  its  computers 
compared  with  the  approxinmte  40  percent  irs  inputs  from  paper  returns. 

As  psirt  of  its  future  business  vision,  ms  plans  to  capture  100  percent  of  the 
information  on  paper  returns  using  new  scanning  technology  However, 
the  cost  of  scanning  the  data  from  paper  returns  will  most  likely  be  higher 
than  the  cost  of  obtaining  it  electronically  because  (1)  manual  labor  will 
still  be  required  to  prepare  the  paper  documents  for  scanning  and  (2)  iRS 
test  indicate  tliat  scanning  cannot  always  correctly  read  the  information 
on  paper  returns,  thus  requiring  rework  and  manual  intervention. 
Therefore,  electronic  filing  would  continue  to  provide  a  more  efficient  way 
of  obtaiiung  tax  return  data  than  having  taxpayers  submit  paper  returns. 


Rp«lllt«  in  Rripf  Since  iRS  first  offered  electronic  filing  in  1986,  its  marketing  has  been 

targeted  primarily  at  professional  tax  return  preparers.  That  approach  has 
not  resulted  in  the  level  of  electronic  filing  needed  to  achieve  irs' 
long-term  goal  nor  has  it  attracted  those  taxpayers  who  file  the  kinds  of 
returns  that  contribute  most  to  irs'  paper-processing  workload  and  costs. 
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If  electronic  filing  continues  to  grow  at  its  recent  pace,  irs  will  fall  far 
short  of  80  million  electronic  returns  in  2001. ^  From  1992  through  1994,  the 
number  of  returns  filed  electronically  grew  from  12.6  million  to 
16.4  millioi\,  an  annual  growth  rate  of  14  percent.  In  1995,  the  number  of 
electronic  returns  is  expected  to  drop  to  about  14.8  million,  which  IBS 
attributes  to  various  actions  it  took  to  crack  down  on  refund  fraud.  It  is 
impossible  to  accurately  predict  how  the  number  of  electromc  returns  will 
change  in  future  years.  For  illustrative  purposes,  however,  if  1995  is 
considered  an  aberration,  as  irs  believes,  and  the  14  percent  annual 
growth  rate  of  the  preceding  2  years  is  resumed,  we  estimate  that  only 
about  33  million  returns  will  be  filed  electronically  by  2001. 

Most  of  the  electronic  returns  ms  received  in  1994  were  individual  income 
tax  returns  that  could  have  been  filed  on  Form  1040A  or  1040EZ — forms 
that  are  among  the  least  costly  paper  returns  to  process.  Individual  tax 
returns  that  would  have  otherwise  been  filed  on  the  more  costly  to 
process  Form  1040  accounted  for  only  about  20  percent  of  the  individual 
tax  returns  filed  electronically,  although  59  percent  of  all  individual 
income  tax  returns  (paper  and  electronic)  filed  in  1994  were  on  Form 
1040.  In  addition,  irs  has  mada  little  headway  in  increasing  the  number  of 
electronically  filed  business  returns,  which  are  generally  more  complex 
and  thus  more  costly  to  process  on  paper  than  individual  returns.  In  1994, 
about  2.4  million,  or  6  percent  of  the  approximate  42  million  business 
returns  were  filed  electronically. 

A  m^or  impediment  to  the  expai^sion  of  electronic  filing  is  its  cost  to  the 
general  public.  Taxpayers  must  generally  file  an  electronic  return  through 
a  preparer  or  electronic  filing  transmitter  and  pay  bom  $15  to  $40  for  such 
services.  In  January  1993,  we  reported  that  electroruc  filing  appealed 
primarily  to  taxpayers  who  most  needed  their  refunds  and  that  other 
taxpayers  saw  little  reason  to  incur  the  filing  cost. ' 

According  to  the  American  Institute  of  Certified  Public  Accountants 
(aicpa),  many  preparers  are  also  concerned  about  the  costs  associated 
with  preparing  and  transmitting  electronic  returns.  One  aspect  of  irs' 
current  electronic  filing  program  that  contributes  to  this  cost  is  the  need 


'Since  establishing  its  electronic  filing  goal,  IBS  has  modified  its  definition  of  electronic  retiuns  to 
include  returns  filed  on  magnetic  media  (tape  and  computer  diskette*)-  IRS  has  said  that  returns  filed 
on  magnetic  media  will  be  mostly  busmess  returns  To  be  con.sistent  with  IRS'  definition,  further 
reference  to  electromc  returns  in  this  report  will  mclude,  unless  otherwise  noted,  returns  filed  on 
magnetic  metlia. 

Tax  Administration:  Opponunities  to  Increase  the  Use  of  Electronic  Rling  (GAO/GGD  93^0.  Jan.  22, 
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for  taxpayers  to  submit  a  paper  signature  document  to  affirm  that  the 
information  on  the  electronic  return  is  accurate. 

The  fact  that  less  complex  returns  comprise  a  disproportionate  share  of 
electronic  filing  may  be  due,  at  least  in  part,  to  iRs'  goal  of  80  million 
returns.  Focusing  solely  on  this  goal  could  cause  irs  to  target  its  efforts  at 
groups  of  taxpayers  or  types  of  returns  that  provide  the  greatest 
opportunity  to  increase  the  number  of  electronic  returns  but  not  the 
greatest  opportunity  to  reduce  iRs'  paper-processing  workload  and 
operating  costs.  Although  a  marketing  strategy  thiat  focuses  on  reducing 
paper  and  costs  may  generate  less  than  80  million  returns,  it  could  have  a 
more  significant  impact  on  irs'  overall  operations. 

Although  business  returns  and  returns  filed  on  Form  1040  would  appear  to 
offer  the  greatest  opportunity  to  reduce  iRS'  costs  if  filed  electronically,  iRS 
does  not  have  enough  data  to  make  that  determination.  Although  iRS  has 
some  comparative  data  on  the  cost  to  process  electronic  and  paper 
returns,  it  does  not  have  comparative  data  on  other  costs  (such  as  storage 
and  retrieval)  that  can  vary  depending  on  how  a  return  is  filed.  iRS  also 
does  not  have  (1)  adequate  data  on  why  taxpayers  do  not  file 
electronically  and  what  it  would  take  to  get  thum  to  do  so  and 
(2)  estimates  of  the  number  of  electronic  returns  iRS  can  expect  to  receive 
from  those  taxpayers  after  some  market  intervention,  irs  aweirded  a 
contract  in  May  1995  that  may  provide  at  least  some  of  this  information. 
With  this  iirformation  iRS  could  (1)  identify  those  groups  of  taxpayers  that 
offer  the  greatest  opportuiuty  for  reducing  operating  costs  and  (2)  develop 
an  appropriate  marketing  strategy  for  those  groups. 

Assumptions  about  increases  in  electronic  filirtg  and  decreases  in  paper 
return  filing  were  critical  factors  in  several  of  irs'  modernization  decisions, 
such  as  deciding  on  the  number  of  sites  and  staff  needed  to  process  paper 
returns  and  provide  customer  service.  Without  a  significant  change  in  the 
trends  in  electronic  filing,  irs'  paper-processing  and  customer-service 
workloads  will  exceed  expectatioi\s,  and  irs  may  have  to  alter  various 
aspects  of  its  modernization,  irs  does  not  have  contingency  plans  for  this 
eventuality. 


Objectives,  Scope, 
and  Methodology 


Our  objectives  were  to  assess  (1)  irs'  progress  in  achieving  its  electronic 
filing  goal,  (2)  the  availability  of  data  needed  to  develop  an  electronic  filing 
strategy,  and  (3)  the  implications  for  irs  if  it  does  not  reach  its  electronic 
filing  goal  and  reduce  its  reliance  on  paper. 
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To  accomplish  our  objectives,  we  did  the  following: 

We  analyzed  ms  data  for  calendar  years  1990  through  1994  on  the  number 

and  composition  of  electronic  filings.  For  calendar  year  1995,  we  analyzed 

such  data  through  May  1995. 

We  determined  irs'  potential  shortfall  in  meeting  its  80-milhon  goal  for 

2001  by  using  the  annual  growth  rates  for  1993  and  1994.  We  did  not  use 

the  1995  growth  rate  because  ms  officials  believe  the  1995  rate  is  an 

aberration,  and  they  expect  the  growth  of  electronic  filing  to  resume  in 

1996. 

We  used  irs  data  on  the  average  cost  to  process  electronic  returns  and 

various  types  of  paper  returns  in  1993  (the  latest  available)'',  along  with 

data  on  the  number  of  returns  filed  in  1994,  to  estimate  (1)  the  potential 

savings  if  all  forms  1040,  1040A,  and  1040EZ  had  been  filed  electronically 

in  1994  and  (2)  the  portion  of  potential  savings  that  irs  realized,  given  the 

number  of  returns  that  were  actually  filed  electronically  in  1994.  We  did 

not  assess  the  reliability  of  ms'  data  on  average  processing  costs  for  paper 

and  electronic  returns. 

We  interviewed  ofBcials  and  staff  who  had  electronic  filing  responsibilities 

in  irs"  National  Office;  2  of  its  7  regional  offices  (Central  and  Mid-Atlantic); 

5  of  its  63  district  offices  (Baltimore.  Cincinnati,  Cleveland,  Indianapolis, 

and  Richmond);  and  4  of  its  10  service  centers  (Andover,  Cincinnati, 

Memphis,  and  Philadelphia).  We  judgmentally  selected  irs  field  offices  that 

were  involved  with  unique  electronic  filing  initiatives  and/or  were 

convenient  to  our  audit  staff. 

We  reviewed  information  related  to  the  electronic  filing  program, 

including  iRs'  electronic  filing  strategy,  related  legislative  proposals,  and 

surveys  of  preparers  and  taxpayers  done  by  the  aicpa  and  other 

organizations.  — 

We  reviewed  iRs'  modernization  plans,  including  documents  on  the  sizing 

of  submission  processing  centers  and  discussed  with  returns  processing 

and  information  systems  managers  in  irs'  National  Office,  irs'  plans  in  the 

event  electronic  filing  falls  short  of  expectations. 

We  did  our  work  between  .^ril  1994  and  May  1995  in  accordance  with 
generally  accepted  government  auditing  standards.  We  requested 


*As  computed  by  IRS,  processing  costs  for  paper  returns  include  the  costs  incurred  for  such  things  as 
opening  and  sorting  the  mail,  preparing  the  returns  for  data  transcription,  keypunching  data  from  the 
returns  into  the  computer,  and  correcting  errors  made  by  taxpayers  in  preparing  the  returns  and  by 
IRS  in  processmg  them  Processmg  costs  for  electronic  returns  include  those  costs  IRS  incurs  after  the 
return  is  received  (Processing  costs  do  not  mclude  the  telecomp'.unications  costs  associated  with 
receiving  the  return  because  they  are  currently  incurred  by  the  taxpayer/preparer.J  These  costs 
include  upfront  vaUdity  checks  and  other  costs  associated  with  preparing  return  data  so  they  can  be 
merged  with  data  from  paper  returns  on  magnetic  tape. 
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comments  on  a  draft  of  this  report  from  the  Commissioner  of  Internal 
Revenue  or  her  designee.  On  July  27,  1995,  ms'  Executive  for  Electronic 
Filing  and  the  Site  Executives  for  irs'  Computing  Centers  and  Submission 
Processing  provided  oral  comments.  Those  comments  and  our  evaluation 
arc  summarized  on  pages  17  to  20  and  are  incorporated  in  this  report 
where  appropriate. 


IRS'  Electronic  Filing 
Strategy  Has  Not 
Produced  the  Kind  of 
Results  Needed  to 
Meet  IRS'  Goal 


Since  the  inception  of  electronic  filing,  iKS'  marketing  strategy  lias  been 
targeted  primarily  at  professional  tax  return  preparers.  That  strategy  has 
not  resulted  in  the  level  of  electronic  filing  that  will  bring  ms  to  its 
long-term  goal  nor  has  it  attracted  those  taxpayers  who  file  the  kinds  of 
returns  that  contribute  most  to  iRS'  paper-processing  workload  and  costs. 
One  impediment  to  the  growth  of  electronic  filing  that  ms  has  yet  to 
adequately  address  is  its  cost  to  taxpayers  and  preparers. 


Focus  of  IRS'  Marketing 
Efforts  Has  Not  Changed 
Much  Since  Electronic 
Filing  Began 


When  electronic  filing  started  in  1986,  ms'  marketing  J4)proach  was  to 
encourage  tax  return  preparers  to  provide  electronic  filing  in  hope  that 
they  would  market  the  service  to  the  general  public.  iRS'  ratiorude  for  this 
approach  was  based  primarily  on  the  large  number  of  returns  prepared  by 
professional  preparers — about  67  million  for  tax  year  1993. 

Because  we  saw  the  need  for  iRS  to  expand  the  appeal  of  electronic  filing, 
we  recommended,  in  January  1993^,  that  ms  identify  additional  market 
segments  and  specify  national  strategies  for  attracting  those  market 
segments  to  electronic  filing.  To  that  end,  an  irs  task  group,  in  May  1993, 
presented  a  strategy  that  encompassed  21  initiatives  for  increasii\g  the 
number  of  electronically  filed  returns. 

A  few  of  the  2 1  initiatives  have  been  implemented  and  have  resiilted  in 
modest  increases  in  the  number  of  electronic  returns.  For  example,  one 
initiative  called  for  expanding  TeleFile — a  program  that  allows  taxpayers 
who  meet  certain  criteria  to  file  I040EZ  returns  by  telephone.  About 
680,000  taxpayers  in  10  states  filed  returns  using  this  method  in  1995 
compared  with  149,000  in  1  state  in  1993,  and  ms  plans  to  expand  the 
program  nationwide  in  1996.  Another  initiative  called  for  expandiitg 
cooperative  arrangements  with  states  that  would  allow  electronic  filers  to 
jointly  file  their  federal  and  state  tax  returns.  As  of  June  9,  1995,  about 
1.5  million  taxpayers  in  29  states  had  used  this  program  compared  with 
about  635,000  taxpayers  in  15  sUtes  in  1993. 
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However,  other  initiatives  included  in  the  1993  strategy  have  been  delayed 
or  dropped.  According  to  the  iRS  task  group,  several  of  these  initiatives 
required  legislation.  For  example,  the  task  group  had  estimated  that  iRS 
could  obtain  37  million  electronic  returns  by  legislatively  mandating  that 
tax  return  preparers  who  prepare  a  large  number  of  individual  returns 
offer  electronic  filing.  That  initiative  was  dropped  because,  according  to 
IRS  and  Treasury  officials,  there  was  little  chance  that  Congress  would  pass 
such  legislation.  Appendix  I  provides  additional  information  on  those 
initiatives  that  the  task  group  said  would  require  legislation. 

Because  several  initiatives  that  were  designed  to  attract  large  numbers  of 
taxpayers  to  electronic  filing  have  not  been  implemented,  irs'  default 
strategy  has  been  to  continue  marketing  electronic  filing  to  tax  preparers. 
However,  that  strategy  has  resulted  in  a  program  that  primarily  attracts 
individuals  who  file  simple  tax  returns,  are  due  refunds,  and  are  willing  to 
pay  the  fees  associated  with  electronic  filing  to  get  those  refunds  sooner. 


Number  of  Taxpayers 
Using  Electronic  Filing 
Relatively  Low  Compared 
With  IRS'  Goal 


As  shown  in  figure  1  on  page  8,  the  number  of  electronic  returns  increased 
from  about  4.9  million  returns  in  1990,  when  electronic  filing  became 
available  nationwide,  to  a  high  of  16.4  million  returns  in  1994,  before 
dropping  to  an  estimated  14.8  million  returns  in  1995. 

IRS  attributes  the  decrease  in  electronic  filing  in  1995  to  steps  it  took  to 
prevent  refund  fraud.  As  a  result  of  these  steps,  refunds  for  millions  of 
taxpayers  were  delayed,  thereby  reducing  the  m^or  appeal  of  electronic 
filing.  IRS  officials  believe  that  the  decrease  is  temporary. 

Even  if  electroruc  filing  begins  growing  again,  irs  will  be  hard  pressed  to 
reach  its  electronic  filing  goal.  We  estimate  that  electronic  filing,  including 
returns  filed  on  magnetic  media,  would  need  to  grow  at  an  aimual  rate  of 
about  32  percent  to  reach  80  nullion  returns  in  2001.  That  rate  contrasts 
with  the  14  percent  annual  growth  rate  ir'  achieved  in  1993  and  1994.  As 
shown  in  figure  1,  if  annual  growth  were  to  continue  at  14  percent,  we 
estimate  that  only  about  33  million  returns  would  be  filed  electronically  in 
2001. 
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Figure  1:  Number  of  Returns  Filed 
Electronically  In  Calendar  Years  1990 
Through  1995  and  Estimated  Shortfall 
In  Meeting  80-Mllllon  Goal  for  Calendar 
Year  2001 


U      Nu>nb>rs(nluma(miaions) 


I 1    Shortfall  In  meeting  BO-mlllion  goal 

(^.:.   :  ..  I  Estimate  based  on  14  peicent  annual  growth 
Actual  nunber  of  returns  received 


Note  1  The  1995  figure  is  an  estlnnate 

Note  2:  These  data  include  business  returns  filed  mc-ctiy  on  magnetic  media  and,  for  1994  and 
1995.  include  an  estimated  2  4  million  and  3  million  such  returns,  respectively 

Source.  GAO  computations  using  IRS  data 


The  More  Complex  Tax 
Returns  Are  Not  Being 
Filed  Electronically 


Not  only  is  the  number  of  electronic  returns  relatively  low,  but  the  returns 
being  filed  electronically  are  generally  those  that  contribute  least  to  iRs' 
paper-processing  workload  and  operating  costs.  Electronic  filing  has  not 
yet  attracted  a  representative  number  of  taxpayers  who  file  individual 
income  tax  returns  on  the  more  complex  Form  1040  and  business  returns. 

Since  electrotuc  filing  began,  irs  has  focused  its  marketiitg  efforts  on 
individual  income  tax  returns.  Accordingly,  those  returns,  which 
accounted  for  about  56  percent  of  all  returns  filed  in  1994,  accounted  for 
86  percent  of  those  filed  electronically.  Despite  the  focus  on  individual 
returns,  electronic  filing  is  not  attracting  those  taxpayers  who  represent 
the  largest  segment  of  individual  filers  and  those  who  file  the  most  costly 


GA(VG<:t>-9e-l2  ElMCronlc  Fllln« 


585 


individual  income  tax  form  to  process  on  paper.  As  a  result,  potentially 
significant  cost  savings  may  be  going  unrealized. 

On  the  basis  of  irs'  1993  service  center  processing  cost  estimates  (the 
latest  available),  it  cost  irs  $4.53  to  process  a  paper  Form  1040,  $3.95  to 
process  a  paper  Form  1040A,  and  $3.36  to  process  a  paper  Form  1040EZ.' 
The  most  costly  of  the  three  (Form  1040)  accounted  for  about  59  percent 
of  all  individual  returns  (paper  and  electronic)  processed  in  1991,  yet 
Form  1040  accounted  for  orJy  about  20  percent  of  the  individual  returns 
filed  electronically. 

On  the  basis  of  irs'  processing  cost  estimates  for  p^er  returns  and  its 
estimated  average  cost  of  $3.08  to  process  each  electronic  individual 
return,  we  estimated  (1)  the  total  potential  processing  savings  that  could 
have  been  achieved  if  all  individual  income  tax  returns  had  been  filed 
electronically  in  1994  and  (2)  the  portion  of  those  potential  savings  that 
went  unrealized.'  Figure  2  shows  that  the  greatest  amount  of  uiu^alized 
savings,  about  $90  milbon,  was  for  returns  filed  on  Form  1040. 


*The  1040A  and  t040EZ  are  less  costly  to  process  becaiLse  they  generally  contain  fewer  pages  than  the 
1040  and  thus  less  data  for  IRS  to  input  and  less  opportuiuty  for  taxpayers  or  IRS  to  err.  The  IMOEZ 
has  one  page  with  no  supporting  schedules-  The  1040,^  has  two  pages,  like  the  1040,  but  generally  has 
fewer  supporting  schedules  because  of  limitations  as  to  who  can  file  a  1040A.  A  1040A  filer,  for 
example,  cannot  claim  itemized  deductions,  self  .employment  mcome,  rents  and  royalties,  or  capital 
gains.  According  to  IRS  data.  It  takes  an  average  of  89  and  159  keystrokes,  respectively,  to  enter  data 
into  the  computer  from  a  paper  1040EZ  and  1040A  compared  with  247  keystrokes  for  an  average  1040 

'The  savings  from  electronic  filing  would  be  even  more  if  IRS  did  not  have  to  process  the  paper 
signature  document  (Form  8453)  that  electronic  filers  are  required  to  send  to  IRS  IRS  data  show  that 
it  costs  30  cents  to  process  each  of  those  forms,  or  about  $4  3  million  in  W94. 
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Figure  2:  Estimated  Savings  That 
Could  Have  Been  Realized  If  All 
Individual  Income  Tax  Returns  Were 
Filed  Electronically  In  1994  and 
Estimated  Amount  Tliat  Went 
Unrealized 


Type  at  tax  form 


I  !    Potent.a 


Source  GAO  compulations  using  processing  cost  data  in  IRS'  Service  Center  Costing  Handbook 
for  1993  and  return  filing  data  from  IRS'  Management  Information  System  for  Top  Level 
Executives. 


Because  paper  returns  filed  by  businesses  are  more  expensive  to  process 
than  paper  returns  filed  by  individuals,  according  to  irs  data,  they  would 
seem  to  represent  a  potential  source  of  sigruficant  savings  if  filed 
electronically,  irs  estimated,  for  example,  that  in  1993  it  cost  $6.97  to 
process  each  partnership  return  (Form  1065),  $6.95  to  process  each 
corporate  income  tax  return  (Form  1 120),  and  $6.19  to  process  each 
Employers  Quarterly  Federal  Tax  Return  (Form  941). 

In  1994,  about  6  percent  of  all  business  returns  were  filed  electronically 
(2.4  nullion  out  of  42  million),  while  the  participation  rate  for  individual 
returns  was  about  12  percent  (14  nullion  out  of  1 15  million).  Of  the 
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2.4  million  electronically  filed  business  returns,  all  but  about  46,000  were 
filed  on  magnetic  media.' 

IBS  o£Bcials  said  that  the  lower  participation  rate  for  business  returns 
reflects,  in  part,  the  priority  iRS  has  attached  to  increasing  the  number  of 
electronically  filed  individual  returns.  That  priority  is  reflected  in  iRS" 
May  1993  strategy.  The  more  traditional  marketing  aspects  of  irs'  strategy 
were  focused  on  getting  individual  returns  filed  electronically.  For 
business  returns,  ms'  strategy  was  to  rely  on  legislative  mandates.  More 
specifically,  the  1993  strategy  included  an  initiative  that  called  for 
developing  a  legislative  proposal  that  would  (1)  mandate  electronic  filing 
of  many  business  returns,  including  those  filed  by  fiduciaries  (Form  1041), 
partnerships,  and  corporations  and  (2)  require  the  electronic  transmission 
of  Employers  Quarteriy  Federal  Tax  Returns  by  businesses  with  10  or 
more  employees.  iRS  has  since  decided  to  pursue  mandates  only  as  a  last 
resort  but  has  not  developed  an  alternative  strategy  for  getting  large 
numbers  of  business  returns  filed  electrorucally. 


Cost  Is  a  Msyor 
Impediment  to  the  Growth 
of  Electronic  Filing 


IKS  has  not  been  successful  in  dealing  with  a  m^or  impediment  to  greater 
taxpayer  and  preparer  participation  in  electronic  filing,  i.e.,  its  cost. 

For  most  taxpayers,  the  only  way  to  file  electronically  is  through  a  tax 
return  preparer  or  electronic  filing  transmitter  at  a  cost  of  fiom  $15  to  $40. 
This  cost  is  in  addition  to  any  costs  zissociated  with  preparing  the  return. 
In  January  1993,  we  reported  that  electronic  filing  appealed  primarily  to 
taxpayers  who  most  needed  their  refunds  and  that  other  taxpayers  due 
refunds  were  unwilling  to  pay  the  going  fees  for  that  benefit'  Cost  is  even 
more  of  an  impediment  to  taxpayers  owing  money  because  those 
taxpayers  see  little,  if  any,  benefit  to  filing  electronically.  We  know  of  little 
that  has  changed  since  1993  to  alter  that  opinion.  As  a  result,  less  than 
2  percent  of  the  individual  income  tax  returns  filed  electronically  in  1995 
were  from  taxpayers  owing  money. 


In  response  to  a  recommendation  in  our  January  1993  report  and  one  of 
the  initiatives  in  ids'  May  1993  strategy,  irs  has  (1)  increased  the  number  of 


^Although  returns  filed  on  magnetic  media  are  less  costly  to  process  than  returns  Tiled  on  paper,  IRS 
does  not  achipve  all  the  benefits  from  magnetic  media  that  it  does  from  electronic  fUiiig.  For  example, 
errors  on  magnetic  media  returns  are  printed  out  on  paper  and  mailed  back  to  the  sender.  The 
electroTuc  filing  system,  however,  mcludes  filters  that  check  for  such  errors  as  mathematical  mistakes 
and  incorrect  Social  Security  numbers.  If  an  error  is  identified,  the  system  is  designed  to  r^ect  the 
return  and  electronically  notify  the  sender  of  the  problem- 
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walk-in  sites  that  offer  free  electronic  return  preparation  and  transmission 
and  (2)  provided  additional  support  for  sinular  services  at  sites  staffed  by 
volunteers.  As  of  April  29,  1995,  about  246,000  taxpayers  had  availed 
themselves  of  these  free  services. 

The  free  electronic  filing  at  iks  and  volunteer  sites  is  generally  available  to 
low-income  taxpayers  who  file  less  complex  returns.  Cost  is  at  least  one 
factor  that  detere  electronic  filing  by  a  potentially  more  lucrative  market 
of  individual  taxpayers — those  with  home  computers.  Since  1992, 
taxpayers  using  tax  preparation  software  could  file  returns  from  home 
computers  and  transmit  them  from  home  through  an  approved  computer 
service.  However,  these  filers  must  pay  a  fee  of  about  $  15  and  must  still 
send  paper,  including  a  signature  document  (Form  8453)  and  wage  and 
vtithholding  statements  (Forms  W-2),  to  iRS.  Only  about  1,400  taxpayers 
had  filed  their  returns  through  this  program  as  of  May  5,  1995. 

For  those  taxpayers  who  prepare  their  returns  on  computers  but  are 
unwilling  to  pay  to  transmit  tlie  returns  electronically,  the  result  is 
inefficient  and  counterproductive.  The  taxpayer  prepares  the  return  on  a 
computer  and  then  converts  it  to  paper  for  mailing  to  ms,  which  then 
employs  a  labor  intensive,  error  prone  process  to  input  that  information 
back  into  a  computer. 

IRS  has  completed  a  draft  strategy  for  increasing  the  number  of  taxpayers 
filing  from  home  computers.  Part  of  the  strategy  focuses  on  eliminating 
the  fees  these  taxpayers  incur  for  having  a  third  party  transmit  their 
returns  to  irs. 

Cost  also  deters  some  preparers  from  participating  in  the  electronic  filing 
program.  In  September  1994,  the  Chairman  of  the  aicpa's  Tax  Practice  and 
Procedures  Committee  provided  us  with  summary  information  on 
members'  experiences  with  electronic  filing.  He  said  that  some 
practitioners  have  been  filing  electronically  for  several  years  with  positive 
experiences,  while  others  discontinued  doing  so  because  ras'  current 
electronic  filing  program  "did  not  fit  into  their  'office  routine'  or  because 
they  or  their  clients  did  not  receive  any  additional  benefit  from  the 
program  to  offeet  the  additional  cost."  He  said  that  many  practitioners  are 
concerned  with  the  additional  input,  transmitting,  and  monitoring  time 
required  with  the  current  electronic  filing  program  and  the  fact  that 
electronic  filing  is  not  yet  a  paperless  system.  Among  the  paper 
documents,  the  most  problematic,  according  to  the  aicpa,  is  the  signature 
document.  That  document,  which  is  used  to  afiirm  that  the  information  on 
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the  electronic  return  is  accurate,  must  be  signed  by  the  taxpayer  and  filed 
with  ms  within  24  hours  after  ms  has  acknowledged  acceptance  of  the 
electronic  return.'" 

IRS  has  recognized  for  years  the  potential  benefit  of  paperless  electronic 
filing  but  thought  that  legislation  was  needed  to  authorize  an  alternative  to 
the  paper  signature  document.  Information  on  irs'  efforts  to  obtain  such 
legislation  is  presented  in  appendix  I.  In  April  1995,  however,  irs'  Office  of 
Chief  Counsel  concluded  that  irs  had  regulatory  authority  to  prescribe 
signature  alternatives.  An  ms  official  said  that  irs  plans  to  test  signature 
alternatives  in  1996. 


IRS  Does  Not  Have 
Adequate  Data  to 
Focus  Its  Electronic 
Filing  Strategy 


IRS  recognizes  that  it  needs  to  increase  the  appeal  of  electronic  filing  to 
attract  more  taxpayers,  ms  also  recognizes  that  it  does  not  have  unlimited 
staff  or  funds  to  apply  to  that  effort.  However,  irs'  ability  to  effectively 
target  its  limited  resources  is  hampered  by  inadequate  data  on  the  relative 
costs  and  benefits  of  processing  different  types  of  returns  electronically 
versus  on  p^er.  Business  and  complex  individual  returns  would  seem  to 
offer  opportunities  for  significant  cost  reductions  if  filed  electronically. 
However,  irs  does  not  have  sufficient  data  to  determine  (1)  what  it  would 
cost  to  get  those  returns  filed  electronically,  including  the  costs  of  any 
incentives  that  might  be  needed  to  prompt  certain  groups  of  taxpayers  to 
file  electronically  and  (2)  how  that  cost  compares  to  the  expected  benefits 
from  electronic  filing. 


As  disctissed  earlier,  irs  has  data  on  some  of  the  costs  incurred  in 
processing  returns.  However,  ms  does  not  have  data  on  other  costs  that 
can  vary  depending  on  how  a  return  is  filed.  Those  costs  include  (1)  costs 
to  store  and  retrieve  returns  emd  to  administer  certain  fraud  controls,  such 
as  those  established  to  assess  the  suitability  of  preparers  and  transmitters 
who  apply  to  participate  in  the  electronic  filing  program  and  (2)  certain 
nonservice  center  costs  incurred  in  resolving  taxpayer  account  errors  that 
ju-e  made  during  irs'  manual  processing  of  paper  returns  (such  as  the  costs 
associated  with  handling  the  extra  telephone  calls  generated  by  those 
errors).  Without  better  data  on  the  relative  costs  and  benefits  of  electronic 
filing  as  well  as  data  on  why  taxpayers  do  not  file  electronically  and  what 
it  would  take  to  get  them  to  do  so,  irs  cannot  make  sound  decisions  on 


'^The  AlCPA  mentioned  that  another  big  obstacle  to  practitioner  participation  in  electionic  fUiitg  is 
that  niany  cf  the  returns  prepared  by  its  members  involve  forms  that  cannot  be  filed  electronically. 
Thus,  a  firm  would  have  to  incur  the  costs  of  two  processes — one  for  paper  returns  and  one  for 
electronic  returns. 
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such  things  as  the  feasibility  of  offering  incentives  (such  as  a  tax  credit)  to 
encourage  greater  participation  in  the  program. 

IRS  awarded  a  contract  in  May  1995  that  may  provide  at  least  some  of  the 
needed  cost/benefit  data.  Among  other  things,  the  contract  calls  for  a 
systematic  analysis  of  the  costs  and  benefits  of  each  step  in  the  electronic 
filing  process.  We  believe  this  aspect  of  the  contract  is  critical  to  helping 
IRS  focus  its  resources  on  those  taxpayers  or  returns  that  provide  llie 
greatest  opportunity  for  reducing  overall  operating  costs  Data  on  the  cost 
and  benefits  of  electronic  filing  versus  paper  filing  for  various  taxpayers  or 
returns,  coupled  with  estimates  of  the  number  of  electroruc  returns  irs  can 
expect  to  receive  from  these  market  segments,  should  provide  irs  with  a 
foundation  for  focusing  future  electronic  filing  marketing  strategies. 

It  is  not  clear  whether  the  contractor  will  be  doing  any  taxpayer  focus 
groups  or  surveys  to  determine  what  changes  irs  needs  to  make  to  better 
motivate  taxpayers  to  participate  in  electronic  filing,  irs'  most  recent 
taxpayer  opinion  data  on  electronic  filing  were  collected  in  1991  £ind  those 
did  not  include  data  fi-om  businesses.  Unless  irs  obtains  more  current 
information  from  taxpayers,  it  may  have  difficulty  reliably  estimating  the 
number  of  electronic  returns  it  can  expect  to  receive  from  different 
market  segments. 

A  complicating  factor  in  any  cosfbenefit  analysis  is  irs'  plan  to  change  the 
way  it  processes  paper  returns  in  the  future.  Instead  of  the  current 
manually  intensive  process  by  which  tax  return  data  are  keypunched  into 
the  computer,  iRS  plans  to  scan  paper  returns.  If  scanning  reduces  the  cost 
of  processing  paper  returns,  as  expected,  it  could  alter  emy  analysis  of  the 
relative  costs  and  benefits  of  electronic  filing. 


IRS  Does  Not  Have 
Contingency  Plans  in 
Case  Electronic  Filing 
Goals  Are  Not 
Reached 


In  deciding  on  5  submission  processing  centers  and  23  customer  service 
centers  and  in  determining  the  number  of  persons  needed  to  staff  those 
centers,  iRS  relied,  in  large  part,  on  expectations  that  it  would  be  receiving 
a  minimum  of  61  million  electronically  filed  returns  by  2001.  Using  irs' 
return  filing  projections  for  2001,  we  estimated  that  submission  processing 
centers  would  thus  be  expected  to  process  about  163  million  paper 
returns. 


If  fewer  returns  are  filed  electronically  or  if  the  returns  filed  electronically 
do  not  substantially  decrease  ras'  paper-processing  workload,  irs  will  have 
to  process  more  paper,  which  would  decrease  productivity  and  increase 
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costs.  The  need  to  process  more  pj^)er  could  also  cause  tRS  to  revise  its 
plans  for  the  submission  processing  centers.  Staffing  and  equipment  needs 
could  be  expected  to  increase  at  the  sites  if  more  paper  returns  have  to  be 
processed.  A  National  OfBce  official  told  us  that  if  another  submission 
processing  site  is  needed,  site  preparation  costs  alone  would  amount  to 
more  than  $17  million. 

A  substantial  increase  in  the  number  of  paper  returns  could  also  affect  irs' 
plans  for  its  23  customer  service  centers  and  the  availability  of  staff  to 
work  in  compliance  positions.  The  customer  service  centers  are 
responsible  for  han(Uii\g  taxpayer  telephone  and  correspondence  contacts, 
many  of  which  are  a  byproduct  of  questior\s  that  arise  from  processing 
taxpayers'  returns.  Because  of  the  substantially  higher  error  rates 
associated  with  paper  returns,  according  to  iRS  data  (23  percent  versus 
2  percent  for  electronic  returns),  customer  service  centers  would  likely 
need  to  field  more  questions  if  iKS  receives  more  paper  returns  than  it  has 
projected.  And,  if  ms  needs  more  staff  to  process  paper  returns  and 
provide  customer  service,  it  may  have  fewer  staff  to  redeploy  to 
compliance  positions,  thus  decreasing  the  amount  of  additional  tax 
revenue  anticipated  from  such  a  redeployment 

IRS  National  Office  officials  told  us  that  they  had  not  developed 
contingency  plans  for  the  possibility  that  electronic  filing  will  fall  short  of 
expectations.  They  believe  that  iRS  will  be  successful  in  achieving  the  level 
of  electronic  filing  needed  to  support  the  projected  workloads  for  the 
submission  processing  and  customer  service  centers.  In  the  event  of  a 
shortfall,  they  believe  iRS  will  have  time  later  to  develop  alternative  plans. 
IRS  has  developed  a  contingency  plan  for  the  document  imaging  system 
that  is  to  eventually  replace  iRs'  current  paper-processii\g  system.  The 
purpose  of  that  plan  is  to  ensure  that  the  project  office  overseeii\g 
implemenUtion  of  this  automated  system  can  help  submission  processing 
centers  process  tax  documents  if  the  automated  system  does  not  meet 
prescribed  efficiency  rates.  The  plan  does  not  indicate  how  irs'  plans  for 
the  new  imagiixg  system  would  have  to  be  revised  if  iRS  receives  more 
paper  retun\s  than  the  system  is  being  designed  to  handle.  The  plan,  given 
its  focus  on  submission  processing,  also  does  not  address  the  impact  of  a 
shortfall  in  electroiuc  returns  on  irs'  plans  for  customer  service. 

We  believe  that  contingency  plans  are  needed  now.  iRS  is  beginning  to 
implement  its  customer  service  vision  and  is  preparing  to  pilot  the  imaging 
system.  In  coi\junction  with  those  efforts,  iRS  needs  to  identify  and  take 
into  account  the  impact  of  possible  shortfalls  in  electronic  filing.  The 


GA(VGGD-96-12  Electronic  Filing 


592 


longer  ms  waits,  the  fewer  its  options  become  and  the  less  time  it  will  have 
to  fully  consider  alternatives. 


Pnnflil<sinn<!  ^^'  ^^^'^  •*•  etfectively  process  tax  returns  and  assist  taxpayers  in  the 

future  largely  depends  on  how  successful  irs  is  in  converting  to  an 
electronic  environment  and  reducing  its  reliance  on  paper.  Electronic 
filing  of  tax  returns  is  a  critical  part  of  that  conversion.  However,  without 
some  dramatic  changes  in  irs'  current  electronic  filing  program  over  the 
next  6  years,  many  of  the  benefits  available  from  electronic  filing  could  go 
unrealized. 

The  number  of  electronic  returns  has  been  growing  at  a  pace  that  will 
leave  irs  far  short  of  its  80-million  goal  in  2001.  Even  more  important  to 
the  ultimate  success  of  electronic  filing,  in  our  opinion,  is  the  fact  that  the 
returr^s  being  filed  electronically  are  generally  the  less  complex  returns 
that  are  the  least  costly  for  irs  to  process  when  filed  on  paper. 

The  heavy  representation  of  less  complex  returns  may  be  influenced,  at 
least  in  part,  by  irs'  goal  of  80  miUion  retun^s.  Focusing  solely  on  this  goal 
could  cause  irs  to  expend  its  limited  resources  on  initiatives  that  are 
directed  toward  groups  of  taxpayers  or  types  of  returns  that  provide  the 
greatest  opportunity  to  increase  the  number  of  electronic  returns  but  not 
the  greatest  opportunity  to  reduce  irs'  paper-processing  workload  and 
operating  costs.  Although  a  marketing  strategy  that  focuses  on  reducing 
paper  and  costs  may  generate  fewer  than  80  million  returns,  it  could  have 
a  more  significant  impact  on  irs'  overall  operations.  The  contract  irs 
awarded  in  May  1995  may  provide  cost/benefit  data  irs  can  use  to  reassess 
its  strategy.  That  information  may  help  irs  identify  effective  steps  to  make 
electronic  filing  more  attractive  to  those  taxpayers  and  tax  return 
preparers  who  are  now  put  off  by  its  cost. 

If  the  growth  and  impact  of  electronic  filing  fall  short  of  expectations,  ms' 
paper-processing  workload  will  increase.  More  paper  means  more  errors, 
which,  in  turn,  would  create  a  need  for  more  taxpayer  contacts. 
Depending  on  the  extent  of  the  electronic  filing  shortfall,  iRS  may  need  to 
increase  the  number  and/or  size  of  submission  processing  and  customer 
service  centers  and  adjust  plans  for  equipping  and  staffing  the  centers. 
However,  irs  is  not  prepared  to  make  those  adjustments  because  it  has  no 
contingency  plans. 


GA<VG<:i>-96.12  Electronic  Filing 


593 


Recommendations  to 
the  Conrniissioner  of 
Internal  Revenue 


To  help  better  ensure  the  success  of  ms'  modemizatitn,  we  recommend 
that  the  Commissioner  do  the  following: 

Identiiy  those  groups  of  taxpayers  who  offer  the  greatest  opportunity  to 
reduce  ms'  paper-processiixg  workload  and  operating  costs  if  they  were  to 
file  electronically  and  develop  strategies  that  focus  IHS'  resources  on 
eliminating  or  alleviating  impediments  that  inhibit  those  groups  from 
participating  in  the  program,  including  the  impediment  posed  by  the 
program's  cost. 

Adopt  goals  for  electronic  filing  that  focus  on  reducing  ms' 
paper-processing  workload  and  operating  costs.  These  goals  could  be  used 
in  addition  to  the  existing  electronic  filing  goal  to  assess  ms'  progress  in 
achieving  the  intended  benefits  of  electronic  filing. 
Prepare  contingency  plans  for  the  possibility  that  the  electronic  filing 
program  will  fall  short  of  eiqjectations. 


Agency  Comments 
and  Our  Evaluation 


We  requested  comments  on  a  draft  of  this  report  from  the  Commissioner 
of  Internal  Revenue  or  her  designated  representative.  Responsible  ms 
officials,  including  ms'  Electronic  Filing  E^xecutive  and  Site  Executives  for 
Computing  Centers  and  Submission  Processing,  provided  ms'  comments  in 
a  July  27,  1995,  meeting.  These  officials  provided  a  few  factual 
clarifications  that  we  have  incorporated  in  this  report  where  appropriate. 
The  officials  also  said  that  they  generally  agreed  with  our  report 
recommendations.  They  stated  that  they  recognized  that  much  work 
needed  to  be  done  to  increase  the  number  of  electronic  returns  and 
identified  plans  or  actions  that  were  under  way  that  they  believe  address 
the  recommendations.  We  agree  that  ms  has  devekiped  plans  and  is  taking 
action  to  increase  the  number  of  electronic  returns.  However,  we  remain 
concerned  that  unless  those  actions  or  plans  are  supported  by  the  type  of 
analysis  and  goal  setting  that  we  are  recommending,  as  may  not  be 
effectively  targetiixg  its  limited  resources  for  marketing  the  electronic 
filing  program. 

On  our  first  recommendation  on  identifying  taxpayeis  who  offer  the 
greatest  opportunity  to  reduce  ms'  paper-processing  workload  and  costs, 
IRS  officials  said  that  (1)  they  strongly  believe  that  tlte  electronic  filing 
program  already  focuses  on  those  taxpayers  who  offer  the  greatest 
opportunity  to  reduce  irs'  paper-processing  woridoad — essentially 
individual  taxpayers — but  had  not  yet  prepared  a  business  case  to  support 
that  belief,  (2)  they  were  expanding  TeleFile  nationwide  for  the  1996  filing 
season  to  make  electronic  filing  available  to  more  individual  taxpayers. 
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and  (3)  research  was  under  way  to  help  make  electronic  filing  more 
appealing  to  taxpayers  and  to  help  ms  expand  the  program  to  more 
individual  taxpayers.  In  addition,  ms  believes  its  current  focus  on 
individual  taxpayers  is  appropriate  because  the  bulk  of  its  processing 
costs  stem  from  having  to  process  large  numbers  of  individual  returns  in  a 
short  time  period,  irs  officials  also  said  they  are  working  with  some  large 
businesses  on  electronic  filing  of  employment  tax  returns.  These  returns 
represent  a  large  portion  of  all  business  returns  filed. 

Although  the  actions  iRs  mentioned  may  help  expand  the  electronic 
program,  we  believe  the  second  and  third  items  discussed  above  will  most 
likely  have  an  effect  on  those  taxpayers  that  are  already  attracted  to  iBs' 
electronic  filing  program — those  individual  taxpayers  who  file  relatively 
simple  returns.  The  expansion  of  TeleFUe  in  1996,  for  example,  will  have 
no  impact  on  those  individual  taxpayers  that  file  more  complex  tax 
returns.  As  we  discuss  on  page  6,  the  expansion  ms  refers  to  is  a 
geographic  one — going  from  10  states  to  all  states  in  the  1996  filing  season. 
The  TeleFUe  program  will  continue  to  focus  on  those  taxpayers  who  file 
the  simplest  individual  tax  return  (Form  1040EZ). 

irs'  comment  regarding  research  to  make  electronic  filing  more  appealii\g 
refers  to  analysis  being  done  to  profile  (1)  those  taxpayers  who  currently 
file  electronically  and  (2)  those  who  could  file  electronically,  but  currently 
do  not.  ms  believes  this  profiling  will  assist  in  marketing  electronic  filing  to 
those  individual  taxpayers  who  do  not  ctirrently  use  electronic  filing.  We 
agree  that  such  an  analysis  may  be  helpful  as  a  nurketing  tool  for  district 
offices.  However,  it  is  uncertain  how  this  analysis  will  help  alleviate  some 
of  the  current  impediments  to  electronic  filing  for  many  individual 
taxpayers,  such  as  the  cost  to  the  taxpayer. 

With  respect  to  our  second  recommendation  on  adopting  goals  for 
electronic  filing  that  focus  on  reducing  ibs'  paper-processing  workload  and 
costs,  IRS  officials  provided  several  examples  of  actions  that  they  believed 
indicated  that  they  have  adopted  such  goals.  These  examples  included 
(1)  the  contract  to  conduct  cost  and  marketing  analyses  that  we  discuss  on 
page  14,  (2)  another  contract  that  was  awarded  to  develop  a  strategy  to 
reach  taxpayers  who  could  file  from  home  computers,  and  (3)  irs'  plans  to 
eliminate  processing  of  signature  documents  for  electronic  returns. 

We  agree  that  some  of  the  actions  irs  mentioned  may  reduce 
pjqser-processing  workload  and  costs.  However,  these  actions  are  steps  irs 
is  taking  to  achieve  its  existing  performance  goal  of  80  million  returns.  The 
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intent  of  our  recommendation  is  for  iRS  to  develop  other  performance 
goals  based  on  the  analysis  done  in  response  to  the  first  recommendation. 

as'  current  performance  goal  provides  little  incentive  to  identify  and 
pursue  opportunities  for  reducing  the  paper-processing  costs  associated 
with  more  complex  returns  that  may  not  represent  a  large  number  of 
returns.  The  analysis  called  for  in  our  first  recommendation  would  put  iRS 
in  a  better  position  to  develop  specific  goals  for  receiving  certain  types  of 
returns  electronically  based  on  the  their  contribution  to  reducing  overall 
paper-processing  costs.  For  example,  goals  such  as  "receive  75  percent  of 
all  corporate  returns  electronically  by  2001"  or  "reduce  the  number  of 
paper  returns  processed  (in  terms  of  number  of  pages  rather  than  number 
of  returns)  by  50  percent,"  might  result  in  different  decisions  on  how  irs 
should  focus  its  limited  marketing  resources  than  those  decisions 
currently  being  made. 

On  our  third  recommendation  regarding  contingency  planning,  irs  agreed 
that  it  needed  to  prepare  for  the  eventualify  of  receiving  fewer  electronic 
returns  in  2001.  However,  iRS  representatives  said  that  contingency 
planning  is  not  the  only  way  to  prepare  for  this  eventuality,  irs  officials 
said  IRS  is  using  a  program  management  approach  to  phase  in  operations 
under  its  new  business  vision,  irs  officials  expected  this  approach  to 
provide  the  flexibility  for  ac^usting  program  plans  to  address  any 
significant  shortfall  in  the  number  of  electronic  returns  received.  In 
addition,  irs  officials  said  that  the  contract  for  procuring  new  scanning 
equipment  for  paper  returns  is  flexible.  Therefore,  irs  expects  to  have  an 
f^tion  to  buy  additional  equipment  if  it  needs  to  process  more  paper 
returns  than  it  origiiudly  estimated. 

We  reviewed  a  November  29,  1994,  memorandum  &t)m  irs'  Modernization 
Executive  to  the  heads  of  offices  that  are  involved  in  irs'  modernization 
program.  That  memorandum  described  the  program  management 
approach  that  irs  refers  to  above  and  a  program  control  process  for 
helping  to  ensure  that  irs  achieves  its  modernization  goals.  According  to 
the  memorandum,  the  program  control  process  will  include  risk 
assessments  that  are  to  (1)  identify  impediments  to  delivering  various 
as|>ects  of  irs'  business  vision  and  (2)  prompt  the  development  of 
mitigation  strategies  to  address  identified  risks. 

OB  would  be  responsive  to  our  recommendation  if  it  succeeds  through  its 
program  n\anagement  approach  in  (1)  promptly  developing  mitigation 
strategies  if  more  paper  tax  returns  have  to  be  processed  in  future  years 
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than  IKS  currently  expects  and  (2)  q>ecifying  alternative  actions  for 
processing  ps^r  returns  and  implementing  its  customer  service  vision. 


As  agreed  with  your  staff,  unless  you  publicly  announce  the  contents  of 
this  report  earlier,  we  plan  no  further  distribution  for  30  days.  At  that  time 
we  will  send  copies  to  the  Secretary  of  the  Treasury,  the  Commissioner  of 
Internal  Revenue,  and  other  interested  parties.  We  will  also  make  copies 
availjible  to  others  on  request 

The  m^or  contributors  to  this  report  are  listed  in  appendix  n.  If  you  or 
your  staff  have  any  questions  about  this  report,  you  can  reach  me  at 
(202)  512-8633. 

Sincerely  yours, 


/-u^vw6<<— 


Lynda  Willis 

Associate  Director,  Tax  Policy  and 
Adntinistration  Issues 
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Appendix  1 


Legislative  Needs  Cited  in  IRS'  May  1993 
Electronic  Filing  Strategy 


In  May  1993,  the  nts  EUectronic  Filing  Strategy  Task  Group  issued  a  report 
that  included  21  initiatives  directed  at  increasing  the  use  of  electronic 
filing.  Five  of  those  initiatives  cited  the  need  for  legislation.  As  discussed 
below,  none  of  that  legislation  has  been  enacted  and,  in  some  cases,  ms 
has  decided  not  to  seek  legislation. 


Permit  Payment  of 
Taxes  by  Credit  Card 


One  of  the  21  initiatives  was  directed  at  increasing  the  number  of  balance 
due  returns  filed  electronically.  Critical  to  the  success  of  this  initiative, 
according  to  the  task  group,  was  legislation  that  would  allow  credit  card 
payments  of  tax  obligations.  Such  a  provision  was  included  in  section  4122 
of  H.R.  1 1,  the  Revenue  Act  of  1992,  which  was  passed  by  both  houses  of 
Congress  but  vetoed  by  the  President  A  similar  provision  was  included  in 
other  bills,  none  of  which  were  enacted.  Most  recently,  ms  included  this 
proposal  in  a  package  of  legislative  initiatives  sent  to  the  Assistant 
Secretary  of  the  Treasury  for  Tax  Policy  in  January  1995.  In  Februaiy  1995, 
Treasury's  Office  of  Fiscal  Assistant  Secretary  raised  several  questions 
about  the  potential  costs  associated  with  this  proposal  and  how  those 
costs  would  be  funded.  As  of  June  26,  1995,  iRS  and  Treasury  had  not 
resolved  these  cost  issues. 


Mandate  Electronic 
Filing  by  Certain  Tkx 
Return  Preparers  and 
Businesses 


The  task  group  estimated  that  46  million  more  electronic  returns  would  be 
received  if  (1)  preparers  of  100  or  more  individual  returns  were  required  to 
offer  electronic  filing  and  (2)  businesses  with  10  or  more  employees  were 
required  to  file  their  returns  electronically.  The  business  returns 
specifically  identified  by  the  task  group  were  Form  1041  (U.S.  Fiduciary 
Income  Tax  Return),  Form  1065  (U.S.  Partnership  Return  of  Income), 
Form  1120  (U.S.  Corporation  Income  Tax  Return),  Form  1120S  (U.S. 
Income  Tax  Retvun  for  an  S  Corporation),  forms  5500  and  5500  C/R 
(Annual  Return/Report  of  Employee  Benefit  Plan),  and  Form  941 
(Employer's  Quarterly  Federal  Tax  Return). 

In  a  November  1993  testimony  before  a  subcommittee  of  the  then  House 
Committee  on  Government  Operations,  the  Assistant  Secretary  of  the 
Treasury  for  Tax  Policy  meide  the  following  comments: 

"The  Service  has  proposed  that  the  Secretary  be  given  regulatory  authority  to  require  that 
tax  returns  be  filed  other  than  in  paper  form,  including  electronically  or  by  magnetic 
media.      .  Broad  regulatory  authority  to  require  that  returns  be  filed  other  than  in  paper 
form  is  appropriate  and  essential  to  the  Service's  ability  to  modernize  its  systems, 
streamline  its  operatiotis  and,  in  general,  dehver  quality  services  at  the  least  cost  However, 
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in  view  of  the  potential  burdens  on  tajqpayers  and  preparers  in  complying  with  electronic 
or  magnetic  media  filing  requirements,  we  currently  are  considering  whether  legislative 
refinements  to  this  proposal  may  be  necessary  to  clarify  the  intended  sc(q>e  and  timing  of 
the  conversion  to  a  non-paper  based  system." 

The  proposal  was  eventually  dropped  because  ks  and  Treasury  officials 
believed  that  Congress  would  not  pass  legislation  that  would  enable  res  or 
Treasiuy  to  dictate  who  would  have  to  file  electronically. 


Eliminate 
Requirements  for 
Paper  Submissions  in 
Electronic  Filing 


The  task  group  noted  that  "In  virtually  every  study  conducted  on 
electronic  filing,  the  issue  of  processing  paper  documents  has  been 
identified  as  impacting  negatively  upon  irs'  ability  to  realize  electronic 
filing's  full  savings  potential."  The  task  group  further  said  that  "Eliminating 
the  requirement  to  prepare  and  submit  paper  documents  could  have  a 
significant  impact  on  reducing  the  cost  electronic  filers  pass  on  to  their 
customers." 


This  initiative  called  for  eliminating  the  paper  documents  associated  with 
electronic  filing  by  proposing  legislation  that  would  (1)  allow  alternatives 
to  the  paper  signature  document  and  (2)  eliminate  the  submission  of  paper 
attachments  to  the  electronic  return.  H.R.  11,  referred  to  earlier,  included  a 
provision  (section  4933)  that  would  have  addressed  the  first  of  those  two 
legislative  needs  by  authorizing  the  Secretary  of  the  Treasury  to  prescribe 
alternative  methods  of  verifying  returns  on  a  trial  basis,  irs'  latest 
proposal,  included  in  its  January  1995  submission  to  the  Assistant 
Secretary  for  Tax  Policy,  was  broader.  It  would  have  authorized  the 
Secretary  of  the  Treasury  to  permit  alterrtative  methods  of  (1)  verifying, 
signing,  and  subscribing  returns  and  other  statements  and  (2)  submitting 
written  declarations,  statements,  or  other  documents  reqtiired  by  the 
Internal  Revenue  Code. 

In  April  1995,  irs'  Office  of  Chief  Coui\sel  concluded  that  iRS  had  regulatory 
authority  to  prescribe  alternative  methods  for  signing  and  submitting  tax 
returns  and  other  written  documents.  An  irs  official  said  that  irs  plans  to 
test  signature  alternatives  in  1996. 


Institute  a 

Promotional 

Campaign 


The  task  group  determined  that  "a  full  scale,  high-powered  promotional 
campaign"  was  needed  to  "maximize  the  number  of  electronic  returns." 
Because  of  the  anticipated  scope  of  the  promotional  campaign,  the  task 
group  recommended  that  irs  obtain  an  appropriations  rider  for  paid 
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advertising,  nts  has  taken  no  action  to  get  such  a  rider  because  of  concerns 
that  a  paid  advertising  campaign  might  jeopardize  current  free  public 
service  advertising. 


Propose  Tax 
Incentives 


To  encourage  greater  participation  in  electronic  filiixg,  the  task  group 
proposed  that  nts  initiate  legislative  action  to  provide  tax  incentives  for 
businesses  jind  preparers.  The  group  suggested  consideration  of  such 
incentives  as  a  more  accelerated  depreciation  schedule  for  electronic 
filii\g  equipment  and  a  higher  percentage  of  investment  tax  credit  ms  has 
decided  not  to  pursue  such  legislation  As  noted  in  this  report,  ms  does  not 
have  the  data  needed  to  determine  ^lat  kind  of  incentives  would  be  most 
effective  and  what  level  of  incentives  makes  sense  given  the  benefits  of 
electroruc  filing. 
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DEPARTMENT  OF  THE  TREASURY 

INTERNAL  REVENUE  SERVICE 

WASHINGTON.  DC    20224 


COMMISSIONER 


May  21,  1996 


The  Honorable  Ted  Stevens 

Chairman,  Committee  on  Governmental  Affairs 

United  States  Senate 

Washington,  DC  20510 

Dear  Mr.  Chairman: 

In  accordance  with  31  U.S.C.  section  720,  I  am  writing  you  concerning  actions  by 
the  Internal  Revenue  Service  in  response  to  the  recommendation  contained  in  a  report 
by  the  General  Accounting  Office  entitled  "Tax  Administration:  Making  IRS'  Telephone 
Systems  Easier  to  Use  Should  Help  Taxpayers"  (GGD-96-74;  March  11,  1996). 

The  GAO  report  contains  a  recommendation  geared  to  addressing  the  IRS' 
interactive  telephone  systems  -  systems  taxpayers  can  use  to  call  the  IRS  to  get 
answers  to  their  questions  and  complete  transactions  without  talking  to  a  telephone 
representative. 

Our  January  24  and  January  31,  1996,  responses  to  GAO  on  the  draft  of  this 
report  are  included  in  the  final  report  beginning  on  page  17    The  report  is  a  repnnt  of 
the  draft  report  that  we  reviewed  dunng  January  1996  with  our  recommended  changes 
added  to  the  narrative    As  agreed,  GAO  changed  the  paragraph  header  on  page  7  to 
read  "IRS'  Telephone  Systems  May  Be  Difficult  to  Use"  instead  of  "IRS'  Telephone 
Systems  Are  Not  Easy  to  Use." 

The  final  report  adequately  reflects  our  current  position: 

The  IRS'  Customer  Services  Branch  will  conduct  an  evaluation  of  the 
recently  designed  menu  options  using  Statistics  of  Income  data    This 
evaluation  will  be  completed  by  December  31,  1996    In  the  interim. 
Taxpayer  Services  and  Information  Systems  will  continue  further  testing  of 
the  telephone  menu  options  and  interactive  applications. 

The  IRS'  Telephone  Services  Branch  will  conduct  a  cost  benefit  analysis 
of  using  multiple  toll-free  numbers    However,  this  analysis  can  only  be 
done  after  more  extensive  roll-outs  of  interactive  applications  occur  and 
more  meaningful  and  measurable  data  becomes  available    Additionally,  a 
menu  explanation  has  been  included  in  the  1995  Forms  1040  Instructions 
Booklet 
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The  Honorable  Ted  Stevens 

If  you  have  any  questions,  please  do  not  hesitate  to  contact  me  or 
Erik  North,  National  Director  for  Legislative  Affairs,  at  622-3720. 

Sincerely, 

MargaV&t  Milner  Richardson 
Enclosure 
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United  States 

General  Acconntlng  OtBce 

Washington,  D.C.  20648 


General  Government  Division 

B-269951 

March  11, 1996 

The  Honorable  Nancy  L  Johnson 
Chainnan,  Subcommittee  on  Oversight 
Committee  on  Ways  and  Means 
House  of  Representatives 

Dear  Madam  Chairman: 

Improving  service  to  taxpayers  is  one  of  the  goals  the  Internal  Revenue 
Service  (ots)  hopes  to  achieve  by  restructuiing  its  organization  and 
modernizing  its  information  systems.  Guided  by  a  broad  plan  called  the 
"Customer  Service  Vision,"  ms  has  begun  a  long-term  process  of 
consolidating  work  units,  retraining  employees,  and  developing  new 
information  systems  to  enable  those  employees  to  better  serve  taxpayers. 

The  Customer  Service  Vision  calls  for  eliminating  most  written 
correspondence  between  taxpayert:  and  ids,  a  step  that  iRS  expects  to 
achieve  by  substantially  increasing  the  availability  of  telephone  service.  iRS 
officials  recognize  that  the  success  of  the  Customer  Service  Vision 
depends  on  taxpayers  being  able  to  easily  reach  nis  by  telephone,  but  iRS 
has  had  a  long-standing  telephone  accessibility  problem.  One  of  the  ways 
IRS  plans  to  provide  better  telephone  access  is  through  the  use  of 
interactive  telephone  systems. 

Interactive  telephone  systems — systems  taxpayers  can  use  to  call  ms  to  get 
answers  to  their  questions  and  complete  transactions  without  talking  to  a 
telephone  representative — are  critical  to  the  success  of  iRs'  Customer 
Service  Vision.'  iRS  plans  for  the  30  intera<:tive  systems  currently  being 
developed  to  eventually  answer  45  percent  of  all  taxpayers'  telephone 
calls.  To  the  extent  that  many  taxpayers  can  resolve  their  problems 
without  talking  with  iRS  telephone  representatives,  other  taxpsiyers  who  do 
need  to  talk  to  telephone  representatives  should  find  it  easier  to  reach 
them. 

We  reviewed  iRS'  efforts  to  develop  interactive  telephone  systems  because 
they  are  critical  to  achieving  the  improved  taxpayer  service  sought  by  irs' 
Customer  Service  Vision.  Our  review  was  carried  out  and  this  report  was 
prepared  as  part  of  our  basic  legislative  responsibility  for  reviewing 

'Taxpayen  are  to  be  able  to  call  IKS'  telephone  assistance  program  and,  by  listening  to  the  system,  to 
be  able  to  make  selections  of  siibjects  by  pressing  numbera  on  their  telephones,  thus  interacting  with 
the  system  to  resolve  a  question  or  complete  a  transaction  For  example,  the  Voice  Balance  Due 
system  discussed  in  this  report  is  intended  to  allow  taxpayers  who  owe  deliruiuent  taxes  to  complete 
arrangements  for  an  installrrwnt  payment  agreement  on  the  telephone  without  talking  to  a  telephone 
representative. 
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federal  programs  and  activities.  Because  of  the  Subcommittee's  continuing 
interest  in  improving  the  quality  of  iRs'  service  to  taxpayers,  you  asked  that 
we  issue  this  report  to  you.  We  evaluated  the  steps  iRS  has  taken  to 

make  the  interactive  telephone  systems  easy  for  taxpayers  to  use, 
meet  security  requirements  for  protecting  taxpayer  data,  and 
assign  "owners"  who  would  be  responsible  for  providing  the  developers 
with  input  about  systems'  requirements. 


T?P<!lllt<J  in  Rripf  '^^  successful  implementation  of  interactive  telephone  systems  is  key  to 

iRS'  achieving  its  Customer  Service  Vision  because  iRS  expects  that  the 
demand  for  telephone  assistance  will  double  as  it  directs  taxpayers  to  usse 
the  telephone  rather  than  paper  correspondence.  As  of  July  1995,  uts  had 
developed  and  pilot-tested  three  new  interactive  telephone  systems,  but 
the  telephone  systems  may  be  difficult  to  use.  Consequently,  taxpayers 
may  not  use  the  systems  to  the  extent  necessary  for  iss  to  improve  its 
telephone  accessibility  and  realize  the  benefits  it  expects. 

The  first  three  interactive  telephone  systems  may  be  difficult  to  use 
because  ms'  telephone  routing  system  (I)  renuires  taxpayers  to  remember 
up  to  eight  menu  options  when  design  contractor  guidelines  call  for  no 
more  than  four  and  (2)  does  not  allow  taxpayers  to  return  to  the  main 
menu  when  they  make  a  mistake  or  want  to  resolve  other  issues,  irs  was 
aware  of  these  problems  but  believed  that  the  range  of  questions  made  it 
difficult  to  limit  to  four  the  number  of  options  and  that  simply  condensing 
the  options  to  a  smaller  number  might  not  be  the  best  solution.  While  iRS 
was  conducting  a  cost-benefit  analysis  of  ways  to  allow  taxpayers  to 
return  to  the  main  menu,  it  was  not  planning  to  conduct  a  cost-benefit 
analysis  of  the  use  of  multiple  toll-free  numbers,  which  iRS  officials  had 
recommended  to  overcome  the  problem  of  too  many  menu  options. 
Providing  taxpayers  with  a  written,  detailed  step-by-step  description  on 
how  to  use  the  interactive  systems'  menu  options  is  another  way  iRS  could 
make  its  telephone  systems  easier  for  taxpayers  to  use.  A  cost-benefit 
analysis  would  help  irs  identify  the  most  beneficial  way  to  overcome  the 
problems.  Unless  corrected,  these  problems  may  cause  significant 
numbers  of  taxpayers  not  to  use  the  interactive  telephone  systems.  Tlus 
would  result  in  the  systems'  not  achieving  their  goal  of  reducing  the 
workload  for  iRS  telephone  representatives  and  thereby  improving 
taxpayers'  access  to  iRs'  assistance. 
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IRS  complied  with  Department  of  the  Treasury  and  irs  security 
requirements  when  developing  the  first  three  interactive  telephone 
systems.  As  required,  iRS  certified  that  the  systems  protected  taxps^er 
data.  According  to  ffis  officials,  the  first  three  interactive  telephone 
systems  did  not  require  extensive  security  measures.  Future  interactive 
systems  are  to  allow  taxpayers  who  call  greater  access  to  their  tax 
information.  These  systems  will  require  more  extensive  security  measures 
for  ensuring  that  iRS  can  identify  the  callers,  ms  plans  to  use  various 
measures,  including  personal  identification  numbers  (pin),  to  provide  this 
protection.  However,  iRS  is  still  developing  the  overall  security 
requirements  for  its  modernization  program.  Therefore,  the  pin  process^ 
may  have  to  be  modified  or  replaced  if  the  security  requirements  for  ms' 
modenuzation  program  call  for  stricter  security  measures. 

For  its  interactive  telephone  systems,  ms  officials  responsible  for 
overseeing  the  tax  refund  and  iRS  office  locations  systems' 
development — called  owners— in  some  iixstances  did  not  provide  the 
Telephone  Routing  hiteractive  Systems  (tris)  Project  Office  with  timely 
input  during  the  time  that  the  tris  Project  Office  was  developing  the 
systems.  As  a  result,  the  tris  Project  Office  had  to  modify  some  features  of 
the  systems.  For  example,  after  the  tris  Project  Office  staff  had  completed 
the  pilot  test  for  a  system  to  provide  callers  with  iirformation  about  the 
location  of  ms  offices,  the  owner  of  that  system  decided  to  delete 
information  from  the  system  that  told  taxpayers  the  locations  they  could 
visit  for  tax  assistance.  The  owner  did  not  want  that  information  included 
because  iRS  wanted  taxpayers  to  telephone  for  assistance  rather  than  visit 
IRS  offices.  If  the  owner  had  been  more  involved  with  the  system's  design 
and  informed  the  tris  Project  Office  staff  of  this  decision  earUer, 
development  time  and  money  could  have  been  saved. 

We  have  previously  reported  our  concerns  about  the  assignment  of 
process  owners  and  their  roles  and  responsibilities  in  a  report  that  ^ 

reviewed  the  challenges  iRS  faces  in  achieving  its  Customer  Service  Vision. 
That  report  included  recommendations  to  ms  for  avoiding  further 
problems  in  assigning  owners  and  clarifying  their  responsibilities.  iRS 
subsequenUy  took  action  that  if  effectively  implemented,  should  resolve 
our  concerns  about  the  system  owners  discussed  in  this  report. 


Tax  Administmlon:  IRS  Faces  Challewjes  in  ReorronizJui!  tor  QMomer  Service  (GA0/GGD-9M. 
Oct  10.  1995) 
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RupVfjyrminH  For  many  years,  taxpayers  have  had  difficulty  getting  through  when  they 

^  call  ms'  toll-fipee  telephone  assistance  program  for  help  with  a  tax  law,  an 

account,  or  other  tax  questions,  irs  has  taken  action  to  answer  more 
ta]q>ayers'  calls,  but  the  number  of  calls  iRS  receives  still  greatly  exceeds 
the  number  it  is  able  to  answer.  In  response  to  this  problem  and  others,  ks 
studied  how  it  could  provide  ta)q>ayers  with  better  service.  In  1993,  IRS' 
Service  Center  Organization  Study  included  a  concept  of  customer  service 
based  on  state-of-the-art  technology,  irs  plans  to  reduce  paper 
correspondence  by  directing  taxpayers  to  call  iRS  for  answers  to  their 
questions.  In  fiscal  year  1994,  iRS  received  about  156  million  calls  at  its 
toll-free  call  sites,  irs  estimated  that  the  volume  of  calls  to  be  received 
when  its  Customer  Service  Vision  is  in  place  would  almost  double  the 
number  of  calls  irs  received  in  fiscal  year  1994. 

To  improve  taxpayers'  ability  to  reach  irs  by  telephone,  irs  anticipates  that 
45  percent  of  all  taxpayer  calls  would  be  resolved  through  new  interactive 
telephone  systems.  Taxpayers  would  use  their  Touch-Tone  telephones  to 
gain  access  to  the  interactive  telephone  systems  where  they  would  obtain 
answers  to  their  questions  without  talking  to  ms  telephone  representatives. 
With  these  new  systems,  the  number  of  available  telephone 
representatives  may  no  longer  limit  taxpayers'  ability  to  resolve  their 
questions  because  many  taxpayers  should  be  able  to  obtain  answers  to 
questions  and  complete  many  transactions  without  talking  to  telephone 
representatives.  For  example,  irs  envisions  that  by  2001  taxpayers  who 
could  not  pay  their  tax  debt  in  full  could  use  their  telephones  to  set  up 
agreements  to  pay  monthly  installments  without  talking  to  iRS  telephone 
representatives. 

To  facilitate  the  transition  to  its  new  business  vision,  irs  reorganized  its 
management  structure  around  key  operating  areas  called  "core  business 
systems."'  An  integral  part  of  its  new  management  approach  included 
assigning  owners  to  the  underlying  processes  that  are  to  support  the 
Customer  Service  Vision.  Among  other  things,  owners  are  expected  to 
provide  system  designers  with  the  business  requirements  for  new  systems 
and  to  make  sure  that  the  systems  will  meet  the  needs  of  the  taxpayers 
that  the  owners  are  responsible  for  serving. 

The  TRis  Project  Office  is  developing  the  interactive  telephone  systems, 
including  preparing  menus  and  scripts  to  be  used  at  irs  call  sites.  The  tris 

'IRS  has  six  core  business  systems.  Each  represents  a  closely  related  set  of  processes,  defined  In  terms 
of  a  customer's  needs.  For  example,  IRS'  Mana^ng  Accounts  Core  Business  System  Includes  all  of  the 
steps  Uivolved  In  collecting,  maintaittlng,  and  providing  taxpayer  account  Information  to  taxpayers  aiKl 
IRS  employees  who  need  it 
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Project  Office  is  also  working  with  other  iRS  offices,  which  are  responsible 
for  current  £ind  future  operations,  to  obtain  requirements  for  the 
interactive  telephone  systems,  ms  envisions  that  it  could  have  as  many  as 
30  or  more  of  these  systems  available  to  taxpayers  by  2001. 

As  of  July  1995,  the  tris  Project  Office  had  developed  and  pilot-tested 
three  of  the  new  interactive  telephone  systems  at  the  Nashville  Customer 
Service  Site.  These  were  the  Location,  Refund  Inquiry,  and  Voice  Balance 
Due  (vbd)  systems.  During  the  pilot  test,  taxpayers  were  able  to  use  the 
Location  system  to  obtain  the  mailing  address  of  the  iRS  offices.  The 
Refund  Inquiry  system  let  taxpayers  determine  the  status  of  their  refund 
and  speak  to  an  irs  representative,  if  needed."*  vbd  allowed  eligible 
taxpayers  access  to  their  accounts  and  provided  the  capability  to  establish 
an  installment  agreement  to  pay  delinquent  taxes  without  speaking  to  an 
IRS  telephone  representative. 

iRS'  October  1994  business  case  cost-benefit  analysis  on  all  of  the 
interactive  telephone  systems  showed  greater  benefits  than  costs.  iRS 
projected  the  benefits  of  all  of  the  systems  to  be  about  $155  million 
through  2001.  The  benefits  included  labor  savings  of  almost  $154  million 
and  material  savings,  due  to  reduced  paper  correspondence,  of  $1  million. 
The  projected  cost  of  the  systems  for  the  same  time  period  was  about 
$51  miUion,  thereby  making  the  ratio  between  the  benefits  and  projected 
costs  to  be  about  3  to  1. 


Objectives,  Scope, 
and  Methodology 


We  focused  our  review  on  the  first  three  of  the  new  interactive  telephone 
systems  that  irs  is  developing.  Our  objectives  were  to  evaluate  irs'  efforts 
to  (1)  make  the  systems  easy  for  taxpayers  to  use,  (2)  meet  security 
requirements  for  protecting  taxpayer  data,  and  (3)  assign  owners  who 
would  be  responsible  for  providing  the  developers  with  input  about 
systems'  requirements. 

To  evaluate  irs'  efforts  to  make  the  interactive  telephone  systems  easy  for 
taxpayers  to  use,  we  compared  the  three  systems  iRS  pilot-tested  in 
Nashville  with  the  contractor — American  Institute  for 
Research — guidelines  that  were  developed  for  iRS  to  follow  when 
desigiung  its  interactive  systems.  The  guidelines  provided  that  the 


'Refund  Inquiry  is  an  interactive  system  similar  to  Tel^Tax  but  is  not  part  of  the  Tele-Tax  system. 
Tele- Tax  has  a  separate  toll-free  number  and  provides  taxpayers  an  option  to  listen  to  tapes  on 
different  tax  topics  and  check  on  the  status  of  their  refund  Taxpayers  calling  Tele-Tax  do  not  have  the 
option  to  talk  with  a  repi«3entative  DiS  officials  told  us  that  Tele-Tax  may  be  phased  out  at  a  later 
date 
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interactive  telephone  systems  should  have  no  more  than  four  options  and 
allow  taxpayers  to  return  to  the  main  menu.  We  also  conadered  the  views 
of  officials  from  res'  Information  Systems  Group,  including  the  tris  Project 
Office,  which  was  responsible  for  the  technical  design  of  the  interactive 
systems;  iRs'  Taxpayer  Service  and  Collection  orgaruzations,  which  were 
responsible  for  providing  the  tris  Project  Office  with  design  requirements; 
the  American  Institute  for  Research,  which  was  the  research  company  that 
developed  the  design  guidelines;  and  ms'  Value  Tracking  Core  Business 
Group,  which  provided  us  with  taxpayers'  perceptions  about  interactive 
telephone  systems.  Finally,  we  observed  a  demonstration  of  the  three 
systems  to  assess  what  taiqjayers  heard  when  they  used  the  systems. 

To  evaluate  iRS'  efforts  to  meet  security  requirements  for  protecting 
taxpayer  information,  we  compared  the  security  measures  for  the 
interactive  systems  to  Treasury's  and  ms'  security  requirements.  We  also 
considered  the  views  of  officials  from  the  tris  Project  Office,  the  ms  Chief 
Coui\sel,  and  the  Privacy  Advocate's  Office  on  the  issues  and  problems 
involved  with  protecting  taxpayer  data.  We  interviewed  officials  from  the 
banking  industry  and  compared  how  they  provided  security  for  their 
interactive  systems  to  how  irs  provided  security  for  its  systems.  We 
reviewed  iRs'  proposal  for  the  use  of  a  pin  process  in  later  interactive 
systems  and  contacted  officials  from  lEs'  Systems  Engineering  and 
Program  Management  Office  who  were  responsible  for  determining  the 
security  requirements  for  irs'  Tax  Systems  Modernization  efforts. 

To  evaluate  irs'  assignment  of  owners,  we  reviewed  documentation  on  ORs' 
core  business  system  structure  that  provided  guidelines  specifying  when 
owners  should  be  designated  and  what  input  they  should  provide  for 
developing  new  systems.  We  interviewed  the  tris  Project  Office  staff  to 
determine  if  owners  had  been  designated,  if  so,  when  and  who  the  owners 
were,  and  whether  they  provided  the  information  that  the  tris  Project 
Office  needed.  We  then  interviewed  the  officials  who  provided  the  tris 
Project  Office  with  input,  including  officials  from  Taxpjiyer  Service,  the 
Elnsuring  Compliance  Core  Business  System,  and  the  Customer  Service 
Executive  Office. 

We  did  our  review  from  October  1994  to  September  1995  in  accordance 
with  generally  accepted  government  auditing  standards.  We  requested 
comments  on  a  draft  of  this  report  from  the  Commissioner  of  Internal 
Revenue  or  her  designee.  On  January  24,  1996,  several  irs  officials, 
including  the  Chief,  Customer  Service  Branch  (Taxpayer  Services); 
Director,  Case  Division  (Ir\formation  Systems);  and  Section  Chief,  tris 
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Project  Office,  provided  us  with  oral  conunents.  These  comments  were 
supplemented  by  a  memorandum  from  the  Chief  of  Taxpayer  Services  on 
January  31,  1996.  Their  comments  are  summarized  on  pages  17  and  18  and 
incorporated  in  this  report  where  appropriate. 


IRS'  Telephone 
Systems  May  Be 
Difficult  to  Use 


Taxpayers  may  find  it  difficult  to  use  Ks'  interactive  telephone  systems 
because  ms'  telephone  routing  system  (1)  requires  ta}q>ayers  to  remember 
too  many  options  to  obtain  the  information  they  need  and  (2)  provides  no 
way  for  taxpayers  to  correct  menu  selection  mistakes  or  resolve  more 
than  one  issue,  ms  was  aware  of  these  problems. 


Taxpayers  Are  Required  to 
Remember  Too  Many 
Options 


Taxpayers  are  required  to  remember  up  to  eight  options  when  they  call  iRS. 
The  guidelines  a  contractor  prepared  for  developing  ms'  telephone 
interactive  systems  recommended  three  or  fovu-  options  as  the  optimal 
number  on  a  menu  fi'om  which  a  caller  may  choose.  According  to  the 
contractor,  having  a  larger  number  of  menu  options  makes  it  difficult  for 
taxpayers  to  remember  which  option  to  select  and  may  cause  them  to  wait 
for  an  available  telephone  representative,  thereby  urmecessarily  increasing 
iRs'  workload  and  the  time  the  taxpayer  spends  on  the  telephone.  When 
taxpayers  call  iRS'  toU-fi-ee  interactive  telephone  assistance  program,  they 
are  welcomed  to  the  program  and  are  asked  to  choose  firom  different 
options  on  the  main  menu.  Taxpayers  select  an  option  by  pressing  the 
appropriate  number  on  their  telephone  that  corresponds  to  the  service 
they  need.  For  example,  as  shown  in  figure  1,  when  taxpayers  call  the 
Nashville  Customer  Service  Site  to  obtain  the  status  of  their  refunds,  they 
hear  eight  main  menu  options.^  After  they  select  the  refund  option,  they 
hear  another  eight  options  from  the  refund  menu,  including  the  status 
option.  After  they  select  the  status  option,  they  gain  access  to  the  Refund 
Inquiry  interactive  telephone  system. 


^As  a  prototype  site.  Nashville  chose  to  use  eight  main  menu  options.  Similar  to  Nashville,  the  other 
toll-free  call  sites  provide  taxpayers  with  assistance  on  procedural,  tax  law,  and  account  questions. 
But.  unlike  Nashville,  they  require  taxpayers  to  choose  from  five  main  menu  options. 
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Figure  1 :  Nashville  Prototype  Menu  Selections  for  Refund  Inquiry 
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Source:  TRIS  Project  Office 


In  a  study  done  on  ms'  telephone  system,  taxpayers  said  five  to  six  options 
were  more  than  they  could  remember.'  Because  there  were  more  optiorts 
than  they  could  remember,  taxpayers  said  they  would  like  to  read  the 
options  before  calling.  It  seems  that  this  could  help  taxpayers  use  the 
optiorts  more  effectively  and  could  limit  the  need  for  some  taxpayers  to 
wait  for  an  available  representative  or  to  call  back. 

IRS  has  recognized  that  the  large  number  of  menu  options  causes  a 
problem  for  taxpayers,  but  it  has  not  yet  determined  the  best  way  to  solve 
the  problem.  In  April  1994,  iRS  set  up  a  team  to  study  how  iRS  should 
respond  to  futtore  taxpayers'  needs.  One  of  the  things  the  team  examined 
was  the  number  of  options  offered  by  ffis'  telephone  routing  system.  TTie 
team  recommended  that  taxpayers  hear  no  more  than  four  menu  options. 
IRS  officials  told  us  that  the  range  of  taxpayer'  questiorts  makes  it  difficult 
to  limit  the  number  of  options  to  four.  Similarly,  the  team  recognized  that 
simply  condensing  the  options  into  a  smaller  number  might  not  be  the  best 
solution  because  the  options  may  become  too  broad  and  taxpayers  may 
not  be  able  to  find  their  specific  topics.  As  i  result,  taxpayers  might  call 

'Evaluauon  of  the  TRIS  Prototype.  Phase  3.  Rnal  Report,  The  American  Institute  for  Research, 

Washington,  DC  ,  October?,  1992 
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and  wait  to  talk  to  an  available  irs  representative  rather  than  choosing  an 
interactive  system. 

To  overcome  the  problem  of  too  many  menu  options,  ffis  officials,  who 
were  working  toward  making  the  transition  to  the  Customer  Service 
Vision,  recommended  using  multiple  toll-free  numbers  without  conducting 
a  cost-benefit  analysis.  However,  a  cost-benefit  analysis  would  help  to 
identify  the  most  beneficial  way  of  overcoming  this  problem. 

Several  issues  are  important  when  considering  the  cost  of  ways  to  address 
this  problem.  These  include  (1)  the  adverse  effect  on  taxpayers  of  iRS' 
long-standing  difficulty  in  providing  access  to  its  telephone  assistance 
program,  (2)  the  cost  to  t^uqjayers  who  are  directly  affected  by  lack  of 
service,  and  (3)  Ois'  high  cost  to  solve  taxpayers'  problems  by 
correspondence  relative  to  solving  them  by  telephone. 

By  considering  all  possible  alternatives  when  assessing  ways  to  overcome 
the  problem  of  too  many  menu  options,  iRS  could  better  ensure  that  the 
best  solution  is  selected.  While  using  multiple  toll-fi'ee  numbers  is  one 
possibility,  providing  taxpayers  with  a  written,  detailed  step-by-step 
description  of  the  menus  and  how  to  use  them  is  another  way  irs  could 
make  it  easier  for  taxpayers  to  use  its  telephone  system.  As  reported  in  the 
study  of  iRs'  telephone  system,  taxpayers  said  that  advance  information 
describing  the  menus  and  how  to  use  them  would  be  helpful  in  gaining 
access  to  the  interactive  systems,  such  as  the  Refund  Inquiry,  Location, 
and  VBD. 

An  IBS  experience  during  the  1994  filing  season  further  illustrates  the 
benefit  of  taxpayers'  having  advance  information  about  the  telephone 
menus,  irs  was  concerned  about  the  length  of  time  taxpayers  took  to 
select  their  options.  But,  at  one  call  site,  iRS  found  that  taxpayers  were 
spending  less  time  selecting  their  options  than  the  national  average,  ms 
learned  that  the  taxpayers  took  less  time  because  the  call  site's  telephone 
representatives  were  instructing  callers  on  how  to  get  to  their  selection 
the  next  time  they  called  for  similar  assistance.  The  result  was  that 
taxpayers  ^ent  less  time  in  the  menu  selecting  their  options. 

At  the  time  of  our  review,  iRS  had  not  taken  action  to  provide  taxpayers 
information  about  the  menus.  We  identified  two  possibilities  for  providing 
such  information  and  discussed  them  with  iRS  officials.  One  possibility 
would  be  for  iRS  to  publish  information  on  how  to  use  the  menus  and 
descriptions  of  the  options — as  they  do  for  Tele-Tax — in  taxpayers'  tax 
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form  instruction  booklets.  Another  way  to  disseminate  this  information 
would  be  for  IRS  to  use  a  "stuffer" — a  sheet  of  paper  that  contains 
information  about  the  menus — in  correspondence  sent  to  ta)q)ayers  about 
their  tax  accounts. 

Taxpayer  Service  and  tris  Project  OfBce  officials  said  they  have  not 
published  information  on  the  menu  options  in  the  tax  instruction  booklets 
because  (1)  multiple  menu  options  would  have  to  be  explained  and 
(2)  menus  change  during  the  tax  filing  season — January  through  April.  For 
example,  NashvUle  would  have  to  expkiin  eight  different  options.  Also, 
during  the  filing  season,  the  menus  at  all  of  the  sites  are  reordered  because 
taxpayers  are  primarily  calling  about  earnings  statement  (W-2)  information 
and  tax  refund  status.  In  addition,  call  sites  have  some  discretion  in 
changing  their  menus  to  meet  local  situations. 

The  TRls  Project  Office  officials  agreed  it  would  be  a  good  idea  to  provide 
taxpayers  with  a  description  of  the  options  if  iRs'  National  Office  instituted 
a  policy  that  all  call-site  menus  would  be  the  same  and  that  changes  to  the 
menus,  including  filing  season  changes,  would  be  the  same.  As  part  of  the 
Customer  Service  Vision,  iRS  plai\s  to  route  calls  nationwide.  Having 
standard  menus  could  help  taxpayers  use  the  menus  and  gain  access  to 
interactive  systems. 

The  evidence — the  ffis  study  cited  earUer  and  iRS'  experience  at  the  call  site 
where  ms  provided  callers  with  information  about  the  menus — vindicates 
that  advance  information  may  help  taxpayers  and  shorten  the  time  they 
spend  on  the  telephone.  Less  time  on  the  telephone  per  caller  would  mean 
that  ms  could  serve  more  taxpayers. 


Taxpayers  Are  Unable  to 
Correct  Menu  Selection 
Mistakes  or  Resolve  More 
Than  One  Issue 


Tajqpayers  who  select  the  wrong  menu  option  or  want  to  resolve  multiple 
issues  with  one  telephone  call  must  wait  for  an  available  telephone 
representative  or  hang  up  and  call  back  because  ms'  interactive  telephone 
systems  do  not  ctllow  tajqiayers  to  return  to  the  main  menu,  ms'  design 
guidelines  call  for  such  a  feature,  but  iRS  officials  said  they  decided  against 
using  it  to  limit  the  amount  of  time  taxpayers  stay  in  the  system.  The 
officials  believed  that  by  limiting  the  tajqiayers'  time  in  the  system,  more 
taxpayers  could  be  served. 

Having  a  feature  allowing  ta]q>ayers  to  return  to  the  main  menu  will  be 
especially  important  in  the  future.  A  part  of  iRs'  modernization  effort  is  to 
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consolidate  all  of  a  ta)q)ayer's  issnes  on  one  notice  J  Therefore,  taxpayers 
who  receive  these  multiple-purpose  notices  may  need  to  return  to  the 
main  menu  to  complete  their  various  business  items  in  one  telephone  calL 
Without  this  feature,  many  taxpayers  would  have  to  call  back  or  wait  for 
an  available  telephone  representative  to  obtain  the  information  they  need 
and  as  a  result  spend  more,  not  less,  time  in  the  system.  The  final 
evaluation  report  on  the  tris  Project  Office  prototype  said  that  taxpayers 
would  more  than  likely  wait  for  an  available  telephone  representative  if 
they  could  not  return  to  the  main  menu,  thereby  staying  in  the  system 
longer.  Additionally,  they  could  become  fi-ustrated  and  not  call  back, 
resulting  in  the  taxpayer  not  obtaining  the  needed  information. 

Allowing  taxpayers  to  return  to  the  main  menu  may  reduce  taxpayer 
fiustration  and  allow  them  to  obtain  the  information  they  need  more 
quickly  and  in  one  telephone  call,  thereby  enabling  ms  to  serve  more 
taxpayers.  For  example,  if  a  taxpayer  selected  the  Collection  menu  option 
after  receiving  a  bill  or  notice  and  also  needed  to  know  the  mailing 
address  of  an  iRS  office,  the  taxpayer  would  have  to  wait  for  an  available 
representative  or  hang  up  and  call  back  and  select  the  Location  option.  If 
callers  could  return  to  the  main  menu,  they  could  select  the  Location 
option  and  use  the  interactive  system  to  obtain  the  information  they  need 
in  one  telephone  call. 


IRS  Has  Certified  That 
Initial  Interactive 
Telephone  Systems 
Meet  Existing 
Security 
Requirements 


IRS  complied  with  Treasury's  and  nts'  security  requirements  for  protecting 
taxpayer  information  when  designing  the  first  three  interactive  systems. 
Generally,  the  level  of  security  required  depends  on  the  type  of  data  iRS 
will  allow  taxpayers  to  access.  iRs  was  required  to  provide  security 
measures  because  two  of  the  interactive  systems — Refund  and  vb[) — allow 
callers  to  have  access  to  tax  account  information.  To  meet  security 
requirements  for  these  systems,  iRS  must  verily  the  callers'  identities  so 
that  they  are  allowed  access  only  to  their  own  tax  information.  The 
Location  system  provides  taxpayers  with  the  mailing  address  of  the  iRS 
offices.  Because  the  Location  system  does  not  disclose  taxpayer  data,  it 
does  not  require  any  security  measures. 


Each  of  ms'  interactive  telephone  systems  meets  the  requirement  for 
validating  caller  identity  in  a  different  way.  For  example,  Tele-Tax  allows 
taxpayers  to  obtain  the  status  of  their  refunds.  For  the  Tele-Tax  system,  iRS 


Notices  are  written  communications  made  up  of  standard  paragraphs  put  together  by  IRS  staff  on  the 
basis  or  Information  in  IRS*  computerized  files  of  tax  i^tums  and  related  transactions.  A  c 
situation  resulting  in  notices  is  mathematical  errors  made  by  taxpayers  on  returns.  In  such  c 
notices  IRS  sends  inform  the  taxpayers  of  the  errors  and  aslc  for  a  response. 
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protects  taxpayer  data  by  requiring  taxpayers  to  identify  themselves  by 
entering  the  amount  of  their  refund,  their  filing  status,  and  social  security 
number  before  they  can  obtain  their  tax  refund  sUitus.  The  Refund  Inquiry 
system  requires  taxpayers  to  provide  the  same  identification  information 
as  the  current  Tele-Tax  system  requires  before  obtaining  their  tax  refund 
status.  Tlie  vbd  system  requires  taxpayers  to  key  in  an  access  code,  which 
is  printed  on  the  notice  sent  to  taxpayers,  before  they  are  allowed  access 
to  their  accounts,  irs  officials  believe  these  security  measures  protect  the 
data  being  provided. 

In  accordance  with  irs'  security  requirements,  ms  certified  that  the  first 
three  systems  met  its  existing  security  requirements.  However,  changes  to 
these  systems  could  be  needed  if  ms'  modernization  efforts  result  in  the 
need  for  stronger  security  measures  to  meet  stricter  requirements.'  If  the 
requirements  are  more  strict,  ms  may  have  to  recertify  that  the  systems 
adequately  protect  taxpayer  data 

ms  plans  to  provide  more  protection  for  taxpayer  data  ms  plans  to  use  the 
pm  process  to  provide  this  protection.  Later  interactive  telephone  systems 
are  to  allow  taxpayers  to  access  more  account  data  For  example,  the 
Account  View  system  that  the  tris  Project  Office  plans  to  develop  is 
intended  to  allow  taxpayers  to  obtain  account  information,  including  the 
amount  of  taxes  they  owe.  According  to  ms  officials,  use  of  the  pin  process 
in  the  Account  View  system  should  help  prevent  unauthorized  access  to 
such  information.  The  officials  told  us  not  every  ta3q>ayer  will  need  a  pin  or 
will  use  it  fi-equently,  but  they  said  the  pin  process  will  help  provide  the 
level  of  security  currently  required  to  allow  taxpayers  access  to  their 
account  information  and  to  protect  the  information  firom  unauthorized 
users.  However,  until  ms  defines  its  security  requirement  for  its 
modernization  program,  it  is  not  possible  to  determine  if  the  pm  process 
would  be  adequate. 


"mS'  sectirity  requirements  call  for  InfurmatkHi  systems  u>  provide  reasonable  protection  of  taxpayer 
data  and  to  ensure  thai  taxpayer  information  is  disciosed  only  to  authorized  pajties  Security 
measures,  such  as  passwords,  PINs,  audit  txaiis,  user  authorization,  and  screening  criteria,  ate  the 
tools  used  to  vetl^  taxpayers'  identities  to  protect  their  account  data  frvm  unauthorized  access  and 
thus  meet  the  security  requirements 
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IRS  Developed  the 
Initial  Interactive 
Systems  Without 
Complete  and  Timely 
Input  From  Owners 


The  initial  interactive  systems  were  planned  to  svipport  work  processes 
that  cut  across  two  ms  Core  Business  Systems — Managing  Accounts  and 
Ensuring  Compliance.  A  mcuor  part  of  the  Managing  Accounts  Core 
Business  System  deals  with  responding  to  taxpayers'  tax  law  and  account 
questions  on  the  telephone.  A  part  of  the  Ensiuing  CompUance  Core 
Business  System  involves  ms  employees'  using  the  telephone  to  collect 
overdue  taxes.  These  two  activities,  among  others,  are  being  combined  in 
iRs'  customer  service  call  sites. 


An  integral  part  of  the  core  business  mans^ement  structure  is  irs'  reliance 
on  owners  of  the  processes  that  make  up  irs'  work.  Thus,  process  owners 
are  officials  who  are  responsible  for  ensuring  that  new  products  and 
services  that  affect  activities  within  their  process — such  as  the  interactive 
telephone  systems — meet  the  requirements  of  the  Customer  Service 
Vision. 

Owners  have  to  be  designated  early  in  the  design  of  systems  to  be  able  to 
ensure  that  the  systems  meet  the  goals  of  the  Customer  Service  Vision  and 
to  limit  any  redesign,  ms  allowed  the  initial  three  systems  to  be  developed 
without  certain  input  being  obtained  from  owners,  such  as  owners' 
providing  the  TRls  Project  Office  with  requirements  to  ensure  the  new 
systems  met  the  needs  of  the  Customer  Service  Vision.  In  the  case  of  the 
VBD  system,  the  owner  was  designated  after  most  of  the  system  design  had 
been  done.  The  other  two  systems — Location  and  Refund  Inquiry — were 
developed  without  timely  input  from  the  owners.  Consequently,  the  tris 
Project  Office  has  had  to  modify  some  sj'stems'  features  after  the  owners 
found  that  the  systems  did  not  fully  meet  certain  aspects  of  the  Customer 
Service  Vision. 

During  our  review,  there  was  some  confusion  within  irs  as  to  who  owners 
should  be  and  what  they  should  do,  especially  for  the  vbd  interactive 
system,  which  involved  more  than  one  core  business  system.  The  tris 
Project  Office  obtained  input  fi-om  two  core  business  systems  in 
developing  the  \'bd  system — Managing  Acco'ints,  which  includes  Taxpayer 
Service,  and  Ensuring  Compliance.  However,  the  tris  Project  Office 
officials  were  not  clear  who  would  determine  if  the  vbd  system  met  the 
goals  of  the  Customer  Service  Vision  since  both  core  business  systems 
were  involved.  The  officials  told  us  that  initially  they  thought  the 
Customer  Service  Site  Executive  was  the  owner.  When  we  talked  to 
Customer  Service  staff,  they  said  that  Ensuring  Compliance  Core  Business 
System  owned  the  vbd  system,  but  the  Director  of  Eiisuring  Compliance 
referred  us  to  the  Managing  Accounts  Core  Business  System.  The  tris 
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Project  Office  officials  said  they  also  looked  to  the  Managing  Accounts 
Core  Business  System  for  staff  to  help  the  TOis  Project  Office  design  the 
VBD  system.  The  officials  said  they  completed  the  design  and  development 
of  the  VBD  system  without  knowing  the  owner  because,  in  their  view,  they 
understood  what  the  system  should  do.  They  said  a  similar  system  had 
been  developed  and  tested  in  iRs'  Laguna  Niguel  District  in  1992  and  this 
earher  version  provided  them  with  enough  background  to  develop  the 
newer  system. 

iss  did  not  designate  an  owner  until  late  in  the  development  of  the  vbd 
system.  Near  the  end  of  the  pilot  test  for  the  new  system,  ms  designated 
the  Assistant  Commissioner  for  Taxpayer  Services  as  the  owner  for  all  of 
the  interactive  systems  and  an  executive  in  Taxpayer  Service  was 
designated  as  the  person  the  TRls  Project  Office  officials  could  contact  for 
support.'  TTie  vbd  system  has  recently  been  approved  for  rollout  to  several 
call  sites,  and  iRS  officials  told  us  the  system  was  meeting  their  needs. 
However,  ms  risked  having  to  make  modifications  to  the  system,  because 
an  owner  was  not  designated  earUer  in  its  development 

While  officials  in  the  Managing  Accounts  Core  Business  System  assumed 
the  role  of  owner  for  the  Location  and  Refund  Inquiry  systems,  the  TRIS 
Project  Office  officials  told  us  that  they  were  not  provided  timely  input  on 
the  quality  measures.  These  measures  are  important  because  they  gauge 
whether  the  system  was  designed  £is  needed  to  meet  the  Customer  Service 
Vision.  The  rras  Project  Office  developed  the  quality  measures  without  the 
owners'  input  and  began  the  pilot  testing  of  the  systems.  Near  the  end  of 
the  30-day  test  period  the  owners  wanted  additional  measures  included. 
The  TRIS  Project  Office  extended  the  test  period  by  30  days  to  test  the 
additional  measures.  Managing  Accounts  officials  working  on  the  quality 
measures  said  that  they  wanted  to  be  involved  with  the  tris  Project  Office 
earlier,  but  that  their  ongoing  workload  prevented  them  from  doing  so. 

After  the  pilot  tests,  the  owners  decided  to  make  changes  in  the  systems 
because  the  systems  were  not  going  to  support  the  Customer  Service 
Vision.  For  example,  in  the  Location  system,  the  owners  decided  to  take 
out  information  that  told  taxpayers  the  locations  they  could  visit  for  tax 
assistance  because  the  Customer  Service  Vision  calls  for  taxpayers  to  use 


IRS'  traditional  ftinctional  organization  continues  to  exist  along  with  the  structure  resulting  fR>m  the 
core  business  systems  approach  For  example,  the  functionaJ  organization  called  Taxpayer  Services  Is 
synonymous  with  the  Managing  Accounts  Core  Business  System  and  their  organizational  boundaries 
are  identical  Compliance,  the  other  functional  organization  mvolved  in  customer  semce.  is 
synonymoTis  with  the  core  busmess  system  called  Ensuring  CompliaiKe  and  this  functional  and  core 
business  system  pair  also  have  identical  boundaries 
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the  telephone  rather  than  visit  iRS  offices  to  resolve  their  issues.  According 
to  a  TRis  Project  Office  official,  had  the  owners  told  them  this  earlier,  they 
would  not  have  included  the  location  information  in  the  system  and 
development  time  and  cost  could  have  been  saved.  The  official  said  the 
TRIS  Project  Office  also  will  have  to  modify  the  system  to  meet  this  new 
requirement  of  not  telling  taxpayers  the  locations  for  receiving  tax 
assistance. 

The  TRIS  Project  Office  encountered  a  similar  problem  after  the  pilot  test 
of  the  Refund  Inquiry  system.  After  developing  the  system,  the  tris  Project 
Office  discovered  that  the  system's  security  mechanism  would  not  allow 
some  authorized  taxpayers  to  use  the  system.  Specifically,  taxpayers 
entered  the  amount  of  the  tax  refund  they  expected,  but  ffis  matched  this 
amount  to  the  amount  that  ms  was  sending  to  the  taxpayer.  In  cases  where 
IRS  had  adjusted  the  taxpayers'  return,  which  resulted  in  changes  to  the 
refund  amount,  the  amounts  would  not  match.  Consequently,  when  the 
two  refund  amounts  differed,  taxpayers  could  not  proceed  in  the  system. 
At  the  time  of  our  review,  the  tris  Project  Office  was  planning  to  modify 
the  Refund  Inquiry  system  to  match  the  anticipated  refund  amount  as 
stated  on  taxpayers'  returns.  A  tris  Project  Office  official  said  that  this 
problem  could  have  been  avoided  with  more  owner  input  into  the  design 
of  the  system. 

The  problems  with  assigning  owners  and  making  sure  that  owners  who  are 
assigned  provide  critical  input  into  the  development  of  new  systems  was 
addressed  in  our  October  1995  report'"  that  reviewed  the  challenges  iRS 
faces  in  achieving  its  Customer  Service  Vision.  In  that  report  we 
recommended  that  iRS  clarify  the  criteria  for  designating  owners  and 
define  their  roles  and  responsibilities  for  Tax  Systems  Modernization 
projects  involving  more  than  one  core  business  system.  The  report  also 
recommended  that  irs  emphasize  to  owners  the  need  for  them  to  provide 
the  input  necessary  to  develop,  test,  and  implement  new  customer  service 
products  and  services. 

In  comments  on  our  October  1995  report,  ms  agreed  with  our 
recommendations  and  said  that  the  Modernization  Executive,  a  senior 
executive  who  reports  to  the  ms  Commissioner,  had  been  charged  with 
directing,  prioritizing,  and  coordinating  any  projects  dealing  with 
modernization.  The  Modernization  Executive  was  also  charged  with 
ensuring  that  owners  were  identified  early  in  the  development  of  projects 
that  involve  more  than  one  core  business  system  We  believe  the  actions 
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IKS  identified,  if  properly  carried  out,  should  avoid  further  confusion  in  this 
area. 


Conpllisinn*;  '^^  success  of  the  interactive  telephone  systems  is  critical  to  ms'  reaching 

the  goals  of  its  Customer  Service  Vision.  As  irs  directs  taxpayers  to  use  the 
telephone  more,  it  expects  that  the  volume  of  calls  will  increase 
dramatically.  To  achieve  the  Customer  Senice  Vision,  the  interactive 
telephone  systems  must  be  easy  to  use;  otherwise,  tajqaayers  may  not  use 
the  systems  to  the  degree  iRS  expects,  thus  jeopardizing  (1)  the 
$104  million  in  net  benefits  irs  estimated  the  systems  could  provide  and 
(2)  the  better  service  taxpayers  need  and  deserve. 

Taxpayers  may  find  it  difficult  to  use  iRs'  interactive  telephone  systems  as 
currently  designed  because  iRs'  telephone  routing  system  (1)  requires 
taxpayers  to  remember  too  many  menu  options  and  (2)  does  not  allow 
taxpayers  to  return  to  the  main  menu  when  they  make  a  mistake  or  want 
to  resolve  other  issues. 

While  IRS  was  conducting  a  cost-benefit  analysis  of  ways  to  allow 
taxpayers  to  return  to  the  main  menu  and  considering  how  to  overcome 
the  problem  of  too  many  menu  options,  it  weis  not  planning  to  conduct  a 
cost-benefit  analysis  of  possible  solutions  to  this  problem.  An  analysis  of 
the  costs  and  benefits  of  using  multiple  toll-free  numbers  as  weU  as  other 
possible  options,  such  as  providing  taxpayers  witli  a  written,  detailed 
step-by-step  description  on  how  to  use  the  interactive  systems'  menu 
options,  would  help  iRS  determine  the  most  cost-beneficial  solution  to  this 
problem. 

IRS  compUed  with  Treasury's  and  ms'  security  requirements  for  protecting 
taxpayer  data  when  it  designed  the  first  three  interactive  systems.  iRS  also 
has  developed  a  pin  process  for  use  with  future  systems  requiring  more 
protection.  However,  irs  may  have  to  make  some  modifications  to  the  pin 
process  and  the  systems  because  they  were  designed  before  iRS  defined 
the  security  requirements  for  its  modernization  program. 

Since  the  interactive  telephone  systems  are  so  critical  to  its  Customer 
Service  Vision,  iRS  owners  need  to  be  involved  early  in  the  design  of  the 
interactive  systems.  Early  involvement  can  aid  in  reducing  system 
modifications.  We  found  that  modifications  were  required  in  two  of  the 
three  interactive  systems  and  that  iRS  risked  the  need  for  modifications  in 
the  third  interactive  system  because  of  confusion  about  who  should  own 
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the  systems  and  what  such  owners  should  do.  We  recommended  steps  irs 
could  take  to  avoid  repetition  of  this  situation  in  our  October  1995  report, 
and  IRS  agreed  to  actions  we  believe  should  resolve  the  problems. 


Recommendation 


We  recommend  that  the  Commissioner  of  Internal  Revenue  direct  the 
appropriate  officials  to  conduct  a  cost-benefit  analjrsis  of  the  actions 
needed  to  overcome  the  problems  caused  by  too  many  menu  options, 
including  using  multiple  toll-free  numbers  and  providing  taxpayers  with  a 
written,  detailed  step-by-step  description  on  how  to  use  the  interactive 
systems'  menu  options. 


Agency  Comments 
and  Our  Evaluation 


We  requested  comments  on  a  draft  of  this  report  from  the  Conmussioner 
of  Internal  Revenue  or  her  designated  representative.  Responsible  ms 
officials,  including  the  Chief,  Customer  Service  Branch  (Taxpayer 
Services);  Director,  Case  Division  (Information  Systems);  and  Section 
Chief,  TRis  Project  Office,  provided  [rs'  comments  in  a  January  24,  1996, 
meeting.  These  comments  were  supplemented  by  a  January  31,  1996, 
memorandum  &t)m  the  Chief  of  Taxpayer  Services  clarifying  remarks 
made  during  our  discussion.  We  have  incorporated  modifications  in 
response  to  their  comments  in  this  report  where  appropriate.  KS  officials 
agreed  with  our  recommendation  and  said  they  would  conduct  a 
cost-benefit  analysis  of  using  multiple  toll-fi-ee  numbers  by 
December  1997.  While  this  analysis  will  address  one  option  for 
overcoming  the  problem,  we  believe  the  analysis  should  also  evaluate 
other  alternatives.  This  would  help  ms  determine  the  most  cost-beneficial 
solution  to  the  problem. 

irs'  written  memorandum  said  that  this  year's  1040  forms  and  instructions 
booklet  to  taxpayers  provides  information  on  how  to  call  ms'  automated 
telephone  systems.  The  1040  instructions  explain  to  taxpayers  who  have  a 
Touch-Tone  telephone  how  to  enter  the  automated  telephone  systems.  It 
then  provides  an  explanation  about  selecting  certain  topics  as  shown  on 
the  main  menu  line  in  figure  1.  However,  the  1040  instructions  do  not 
provide  the  detailed  step-by-step  guidance  we  believe  is  necessary  for 
taxpayers  to  easily  use  the  systems. 

IRS  officials  said  that  in  a  pilot  test  of  their  telephone  routing  system 
conducted  in  the  Cleveland  District  in  1993,  most  ta:q)ayers  were  satisfied 
with  the  system,  irs  officials  also  said  that  the  customer  satisfaction 
surveys  conducted  after  the  pilot  on  the  vbd  and  Location  interactive 
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telephone  systems  show  that  most  taxpayers  found  them  easy  to  use. 
However,  res  ofBcials  recognize  that  some  taxpayers  may  have  difficulty 
with  the  telephone  systems  because  of  too  many  menu  options  and  that 
design  contractor  guidelines  call  for  no  more  than  four  menu  options,  irs 
plans  to  do  further  tests  of  the  telephone  menu  options  and  interactive 
telephone  systems  to  determine  customer  needs  and  the  ability  of 
customers  to  use  the  systems  easily,  ms  also  plans  to  conduct  an 
evaluation  of  the  menu  options  by  December  1996. 


We  Eire  sending  copies  of  this  report  to  other  congressional  committees, 
the  Secretary  of  the  Treasury,  the  Commissioner  of  Internal  Revenue,  and 
other  interested  parties. 


M^or  contributors  to  this  report  are  listed  in  the  appendix.  If  you  or^your 
staff  have  any  questions  concerning  this  report,  please  call  me  on 
(202)  612-9110. 


Sincerely  yours. 


/-ci'r<-*6«^ 


Lynda  D.  Willis 
Director,  Tax  Policy  and 
Administration  Issues 


tVOUUA.o^ 
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DEPARTMENT  OF  THE  TREASURY 

INTERNAL  R  E  V  E  N  U  E  SE  R  V  ICE 
WASHINGTON.  DC    20224 


June  26,  1996  .^   -   ,   '^^'^ 


The  Honorable  Ted  Stevens 
Chairman,  Committee 
on  Governmental  Affairs 
United  States  Senate 
Washington,  DC  20510 

Dear  Mr.  Chairman: 

In  accordance  with  31  U.S.C.  section  720,  I  am  writing  you  concerning 
actions  by  the  Internal  Revenue  Service  in  response  to  recommendations 
contained  in  a  report  by  the  General  Accounting  Office  entitled  "Alternative 
Strategies  to  Obtain  Compliance  Data"  (GGD-96-89,  April  26,  1996). 

As  we  indicated  to  GAO  prior  to  its  issuance  of  that  report  in  April,  we 
agree  that  the  postponement  of  the  Taxpayer  Compliance  Measurement 
Program  (TCMP)  creates  challenges  for  the  Service  to  measure  compliance.  We 
further  agree  that  we  have  to  meet  the  challenge  of  acquinng  statistically  valid 
data  to  support  workload  selection  systems,  compliance  estimates,  tax  gap 
estimates,  market  segmentation  research  and  other  mission  cntical  Service 
activities    However,  the  budgetary  constraints  which  led  to  the  postponement  of 
TCMP  continue  and  are  not  likely  to  diminish  in  the  foreseeable  future.   Hence, 
we  make  the  following  response  to  the  two  recommendations  in  the  report. 

RECOMMENDATION  1 

Identify  a  short-term  alternative  to  minimize  the  negative  effects  of  the 
compliance  information  that  is  likely  to  be  lost  because  TCMP  was 
postponed. 

Over  the  past  several  months,  we  have  devoted  substantial  effort  to 
investigating  all  of  the  relevant  potential  options  for  captuhng  reliable  compliance 
information  as  an  alternative  to  TCMP.   In  an  effort  to  reduce  burden  and 
associated  costs  to  conduct  TCMP,  sample  sizes  can  be  reduced  as  can  the 
scope  and  depth  of  audits.   However,  any  significant  sample  decreases  or 
reductions  in  audit  scope  and  depth  from  the  levels  planned  for  the  tax  year 
1994  TCMP  entail  corresponding  decreases  in  the  accuracy  and  reliability  of 
TCMP  results.  After  considering  a  wide  range  of  methodologies,  we  have  not 
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The  Honorable  Ted  Stevens 

yet  been  able  to  identify  any  substitute  for  audits  of  randomly  selected  taxpayers 
if  we  liope  to  obtain  accurate  measures  of  voluntary  compliance. 

RECOMMENDATION  2 

Develop  a  cost-effective  long-term  strategy  to  ensure  the  continued 
availability  of  reliable  compliance  data. 

The  IRS  is  in  the  process  of  procuring  the  services  of  a  consulting 
services  firm  to  reassess  the  program  options  available  to  us  for  capturing 
compliance  data.  We  will  ask  this  firm  to  investigate  any  and  all  relevant  data 
capture  options  to  meet  the  compliance  data  needs  of  our  stakeholders.  We 
hope  that  within  a  year,  we  will  be  able  to  report  on  the  results  of  the  consultant's 
findings.  We  will  use  these  findings,  along  with  our  internal  analyses,  to  develop 
a  long-term  strategy  as  recommended  by  GAG. 

If  you  have  any  questions,  please  do  not  hesitate  to  contact  me  or 
Erik  North,  National  Director  for  Legislative  Affairs,  at  622-3720. 

Sincerely, 

Marga^t  Milner  Richardson 
Enclosure 
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GAO 


United  States 

General  Accoonting  Office 

Washington,  D.C.  20648 


General  Government  Division 

B-266028 

April  26, 1996 

The  Honorable  Margaret  Milner  Richardson 
Conunissioner  of  Internal  Revenue 

Dear  Ms.  Richardson: 

On  October  23, 1995,  the  Internal  Revenue  Service  (ms)  decided  to 
postpone  the  1994  Taxpayer  Compliance  Measurement  Program  (tcmp) 
indefinitely  because  of  budget  concerns.  Also,  there  was  considerable 
pressiire  from  Congress,  ta:q}ayer  groups,  paid  preparers,  and  others  to 
cancel  tcmp  because  of  its  cost  and  burden  on  taxpayers.  In  light  of  its 
postponement,  we  initiated  this  assignment  to  determine  the  potential 
effects  on  ms'  compliance  programs  of  postponing  the  1994  tcmp  and  to 
identify  some  potential  short-  and  long-term  alternatives  to  the  plaruied 
Tcaip  for  collecting  this  data. 

BsckCrOUnd  ^°'^  °^^^  ""^  years,  TCMP  has  been  ms'  primary  program  for  gathering 

"^  comprehensive  and  reliable  taxpayer  compliance  data.  It  has  been  ms'  oiUy 

program  for  making  statisticaUy  reliable  estimates  of  compliance 
i\ationwide.  It  has  also  been  used  to  identify  areas  where  tax  law  needs  to 
be  changed  to  improve  voluntary  compliance  and  to  estimate  the  tax  g£^ 
and  its  components.'  tcmp  data  are  also  used  outside  ms,  including  by 
Congress  to  make  revenue  estimates  for  new  legislation  and  by  the 
Department  of  Commerce's  Bureau  of  Economic  Analysis  to  adjust 
national  income  accounts  such  as  the  gross  domestic  product 

The  1994  tcmp  survey,  which  was  to  consist  of  over  150,000  income  tax 
returns,  was  to  be  the  most  comprehensive  tcmp  effort  ever  undertaken. 
By  auditing  the  tax  returns  of  individuals  (Form  1040),  small  corporatioi\s 
with  $10  nullion  or  less  in  assets  (Form  1 120),  Partnerships  (Form  1065), 
and  S  corporatiotis^  (Form  1120S),  iRS  planned  to  obtain  comprehensive 
compliance  data  Most  sample  results  were  to  be  sufficiently  precise  to  be 
reliable  at  the  national  level  as  well  as  at  smaller  geogr^hic  areas  across 
the  country.  The  1994  tcmp  was  designed  to  fulfill  the  ii\formation  needs 
for  several  compliance  areas  expected  to  be  important  to  irs'  functions 
over  the  next  decade.  TTie  more  important  uses  were  to  include 
development  of  audit  selection  formulas,  validation  of  ms'  revised 


'The  tut  gap  Is  the  dUTerence  between  the  amount  of  taxes  owed  and  ti>e  amount  voluntarily  paid  ii 
year. 

'An  S  coipotation  is  taxed  similar  to  a  paitnerahip.  A  qualitylng  corporation  may  choose  to  be 
generally  exempt  Cram  federal  Income  tax  Its  shareholdeni  will  then  include  in  their  income  their 
share  of  the  corporation's  aepaivtely  stated  items  of  income,  deductions,  kMses,  and  credlta. 
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approach  to  categorizing  returns  for  audit,  and  development  of  new 
approaches  to  researching  compliance  stcross  specific  geographic  areas. 
E^h  of  these  uses  is  discussed  in  more  detail  below. 

Since  1969,  ms  has  used  tcmp  data  to  update  its  Discriminant  Function 
(dif)  formulas,  which  are  mathematical  formulas  used  to  select  tax  returns 
with  the  greatest  probability  of  change  for  audit  The  current  formulas  for 
individuals  are  based  on  1988  tax  returns,  iRs'  most  recent  individual  TCkiP 
audits.  Formulas  for  small  corporations  are  based  on  returns  that  were 
processed  in  1987.  iRS  does  not  use  dif  scores  for  partnerships  and  S 
corporations  because  of  the  age  of  the  underlying  tcmp  audits. 

TCMP  data  were  also  to  be  used  to  test  new  compliance  strategies,  ffis 
planned  to  change  the  way  it  categorized  returns  for  audit  by  adopting  the 
market  segment  approach.  Market  segments  represent  groups  of  taxpayers 
with  similar  characteristics,  such  as  those  in  manufacturing.  lES  assumes 
that  because  these  taxpayers  have  similar  external  characteristics,  their 
tax  compliance  behavior  will  exhibit  similar  attributes. 

Fitially,  the  1994  tcmp  was  to  provide  compliance  research  data,  ms 
recently  reorganized  its  compliance  research  function,  establishing  a 
National  Office  of  Research  and  Analysis  (nora)  and  31  District  Office  of 
Research  and  Analysis  (dora)  sites.  The  1994  tcmp  was  to  be  large  enough 
to  provide  reliable  compliance  data  for  field  and  National  Research 
Offices,  ms'  researchers  planned  to  use  tcmp  data  to  identify  national  and 
geographically  specific  areas  of  noncompliance  and,  by  focusing  on  key 
compliance  issues,  develop  programs  to  improve  voluntary  compliance.  It 
is  through  these  research  efforts  that  iRS  planned  to  improve  overall 
voluntary  compliance. 

Noncompliance  represents  a  msyor  source  of  lost  revenue  for  the  nation. 
IBS'  most  recent  tax-gj^  estimates  indicate  that  over  $127  billion  was  lost 
to  noncompUance  in  1992.  In  an  attempt  to  reduce  this  lost  revenue,  iKS 
established  an  objective  of  collecting  at  least  90  percent  of  the  taxes  owed 
through  voluntary  compUance  and  enforcement  measures  by  the  year 
2001.  However,  this  overall  compliance  rate  has  remained  at  about 
87  percent  since  1973.  The  1994  tcmp  was  intended  to  provide  data  from 
which  other  programs  could  be  developed  to  improve  this  rate  and 
increase  revenue. 

This  nation's  tax  system  is  based  on  individuals  and  businesses  voluntarily 
paying  the  taxes  they  owe.  To  the  extent  that  this  system  works,  it 
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improves  the  efficiency  of  tax  collection.  Measuring  the  extent  to  which 
the  tax  system  works  and  identiiying  areas  in  which  it  does  not  is  the  job 
of  compliance  measurement,  tcmp  has  been  iRs'  only  tool  for  measuring 
voluntary  compliance  and  determining  compliance  issues.  The  postponed 
TCMP  for  1994  tax  returns  was  to  establish  the  voluntary  compliance 
benchmark  to  carry  ffis  into  the  next  century. 


Rf>«i  i1t«  in  Rripf  According  to  ms  officials,  criticisms  of  tcmp  and  budget  difficulties  make  it 

JXebUlLSs  Ul  DFiei  unlikely  that  the  1994  tcmp,  as  planned,  will  be  conducted.  Although  ms 

officials  told  us  that  data  on  taiqjayer  compliance  with  tax  laws  are  still 
needed,  and  they  plan  to  obtain  them;  they  currently  do  not  know  how 
they  will  get  them.  They  said  the  loss  of  1994  tcmp  compliance  data  could 
lead  to  an  increased  burden  on  compliant  taxpayers  over  the  long  term,  if 
return  selection  formulas  become  less  efficient  and  increasing  numbers  of 
compliant  taxpayers  are  selected  for  irs'  regular  audit  program. 

In  £uldition  to  measuring  voluntary  compliance,  the  1994  tcmp  was  to 
provide  compliance  data  for  several  iRS  initiatives,  including  updating 
return  selection  formulas,  validating  the  market  segment  approach,  and 
providing  data  for  compliance  resesirch.  The  absence  of  this  type  of 
compliance  data  will  make  it  more  difficult  to  accomplish  the  objectives  of 
these  initiatives. 

To  mitigate  the  difficulties  this  absence  of  updated  compliance  data  may 
cause  in  the  short  term,  ms  would  have  to  identify  and  implement  an 
alternative  method  of  obtaining  the  data.  To  build  on  the  significant 
resource  investment  already  made  and  to  conserve  time,  this  effort  would 
benefit  from  using  data  already  collected  for  the  1994  TCMP. 

Currently,  while  ms  plans  to  mitigate  the  data  losses  resulting  from  the 
postponement  of  the  1994  tcmp,  it  has  no  specific  proposal  on  how  to 
accomplish  this.  However,  on  the  basis  of  our  discussions  with  ffiS  staff 
and  our  experiences  with  past  TCMPs,  we  identified  some  possible 
short-term  sampling  alternatives  for  iRs'  consideration.  It  a{)pears  that  ms 
could  reduce  the  burden  and  costs  of  tcmp  by  changing  the  design 
parameters  to  accept  a  smaller  sample  of  tax  returns  to  audit,  thus 
achieving  at  least  some  of  the  benefits  that  the  postponed  TCMP  study  was 
designed  to  achieve.  Although  there  are  numerous  sampling  strategies  that 
could  be  used,  some  alternative  design  parameters  could  include  reducing 
the  types  of  tax  returns  covered,  changing  the  precision  of  the  sample 
results  by  reducing  the  number  of  returns  audited,  and  excluding  the 
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returns  of  taxpayers  who  ^pear  to  irs  auditors  to  be  compliant  We 
estimate  that  these  changes  could  reduce  the  sample  size  by  up  to  1 19,000 
of  the  153,000  returns.  None  of  these  sampling  strategies  would  provide 
the  quantity  or  quality  of  data  that  were  to  be  provided  by  the  planned 
TCMP,  such  as  the  ability  to  provide  estimates  of  noncompliance  at  the  field 
office  level.  However,  they  could,  at  a  minimum,  provide  national 
compliance  mformation  and,  potentially,  data  to  update  at  least  some  of 
irs'  audit  selection  formulas. 

Because  a  significant  portion  of  irs'  workload  and  future  revenue 
collections  depends  on  compliance  programs,  ms  will  need  to  determine 
how  it  will  measure  compliance  over  the  longer  term.  Such  measurements 
are  an  ongoing  need  for  any  tax  system  that  depends  on  voluntary 
compliance.  The  complijince  measurement  program's  sustainabihty,  in 
view  of  budget  limitations  and  taxpayer  burden  concerns,  is  a  key 
planning  consideration  for  any  long-term  program,  ms  officials  said  that 
potentially  long-term  alternatives  may  include.  (1)  conducting  multiyear 
TCMP  type  audits  from  smaller  samples  of  tax  returns  and  combining  the 
data  from  several  years  to  ensure  the  necessary  precision  and  coverage; 
(2)  using  data  fi"om  operational  audits  to  assess  changes  in  compliance; 
and  (3)  conducting  a  national  "mini"  tcmp  type  audit  periodically  to 
identify  emerging  issues,  followed  by  smaller  audit  efforts  on  the  issues 
identified  in  this  national  effort  E^h  of  these  alternatives  would  be 
cheaper  and  less  burdensome  to  iRS  and  taxpayers  than  the  proposed  tcmp 
sample  but  would  also  provide  less  comprehensive  compliance  data. 

Regardless  of  how  irs  decides  to  replace  the  information  that  would  have 
been  provided  by  tcmp,  it  is  important  to  begin  soon  because  any 
alternative  is  likely  to  require  several  years  to  put  into  place,  and  the  data 
will  be  needed  to  update  information  on  irs'  compliance  programs.  For 
example,  if  data  from  a  short-term  alternative  were  available  by  1998,  the 
year  ms  originally  estimated  the  completed  data  would  be  needed,  it  would 
cause  the  least  disruption  to  irs'  compliance  program. 


Objectives,  Scope, 
and  Methodology 


The  objectives  of  this  assignment  were  to  (1)  determine  the  possible 
effects  on  ms'  compliance  programs  of  postponing  the  1994  tcmp  and 
(2)  identify  some  potential  short-  and  long-term  alternatives  to  the  planned 
tcmp  for  collecting  this  data. 

To  determine  the  possible  effects  of  postponing  the  1994  tcmp,  we  talked 
to  responsible  officials  in  irs'  Research  Division  and  the  Examination 
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Division.  We  obtained  information  on  how  these  officials  planned  to  use 
TCHP  data  and  what  will  likely  be  affected  now  that  tcmp  has  been 
postponed. 

To  identify  alternatives  to  the  planned  tcmp,  we  talked  to  rs  officials 
re^onsible  for  planning  tcmp.  We  discussed  alternative  sampling 
methodologies  with  officials  from  res'  Statistics  of  Income  (soi)  Branch 
who  were  re^wnsible  for  preparing  the  original  tcmp  sample  and  asked 
them  to  determine  sample  sizes  on  the  basis  of  revised  requirements.  We 
developed  the  revised  requirements  on  the  basis  of  our  discussions  with 
IBS'  Research  Division  staff  as  well  as  officials  outside  ms,  including 
congressional  staff. 

Some  of  the  observations  in  this  rq>ort  are  based  on  the  work  we  have 
done  over  the  years  on  ns'  compliance  programs  as  well  as  our  specific 
work  on  tcmp  in  recent  years. 

We  requested  comments  from  you  on  a  draft  of  this  report.  On 
February  23,  1996,  we  obtained  oral  comments  from  IRs'  Director  of 
Research  and  the  National  Director  of  Compliance  Specialization.  We  also 
obtained  commented  &t>m  you  in  a  March  18,  1996,  letter,  lliese 
comments  are  discussed  on  page  13  of  this  report 

We  did  our  work  in  San  Francisco,  Dallas,  and  Washii\gton,  D.C.,  between 
August  and  December  1995  in  accordance  with  generally  accepted 
government  auditing  standards. 


Loss  of  TCMP  Data 
Could  Disrupt  IRS' 
Compliance  Strategies 


The  planned  tcmp  for  1994  tax  returns  was  to  establish  the  voluntary 
compliance  benchmark  to  carry  ms  into  the  next  century.  While  agency 
officials  said  that  postponing  tcmp  will  help  resolve  budget  problems,  our 
work  suggests  that  the  loss  of  these  or  comparable  data  is  also  likely  to 
disrupt  iRs'  efforts  to  increase  the  total  collection  percentage  to  90  percent 
by  2001.  For  example,  without  these  data,  irs  will  have  difficulty  updating 
the  formulas  it  uses  to  select  returns  for  audit  and,  thus,  it  would  be  more 
likely  that  a  higher  percentage  of  the  returns  iRS  selects  for  audit  would 
not  result  in  changes  to  the  amount  of  tax  owed  by  the  taxpayer. 
Additionally,  without  such  data  iRS  will  be  unlikely  to  have  sufficient  data 
to  validate  its  market  segment  approach  to  audits  or  to  be  used  by  the 
DORA  research  functions  to  identify  programs  to  improve  voluntary 
compliance.  It  is  not  clear  whether  ms  will  replace  the  data  it  had  plaimed 
to  obtain  bom  tcmp.  However,  updated  compliance  data  will  be  needed  in 


GAtyOGD-M-SS  Compliance  DaU 


630 


the  short  term  if  iRS  still  plans  to  update  the  audit  selection  formulas  and  in 
the  long  term  to  validate  and  improve  irs'  compliance  efforts. 


Updated  Compliance  Data 
Were  Needed  to  Update 
Return  Selection  Formulas 


The  primary  system  that  will  be  disrupted  by  postponing  tcmp  is  the  one 
used  by  ms  to  select  returns  for  audit  Since  1969,  iRS  has  used  dif  formulas 
to  select  returns  for  audit.  New  dif  formulas  are  developed  periodically 
from  TCMP  data  and  ^plied  to  all  individual  and  small  corporation  income 
tax  returns,  ms  then  selects  returns  for  audit  with  the  highest  dif  scores.  In 
1992,  over  55  percent  of  the  audited  returns  of  individuals  were  selected 
using  the  dif  score.''  The  dif  selection  system  replaced  programs  that  were 
largely  dependent  on  auditor's  judgment  The  dif  system  has  not  only 
improved  the  efficiency  of  iRs'  audit  efforts  but  also  the  consistency  and 
objectivity  of  the  selection  process.  The  use  of  the  dif  selection  process 
has  also  resulted  in  fewer  "no-change"  audits,^  which  not  only  waste  iRs' 
resources  but  unnecessarily  burden  compliant  taxpayers.  According  to  irs, 
use  of  the  dif  scoring  system  reduced  the  no-change  rate  fi-om  over 
46  percent  in  1969  to  about  15  percent  in  1992. 

IRS  officials  believe  the  dif  process  is  dependent  on  periodically  updating 
the  formulas  used  to  score  returns.  Formulas  are  updated  so  that  they  will 
more  accurately  identify  the  returns  vrith  the  greatest  probability  for 
change.  Until  1988,  data  from  tcmp  had  been  used  to  update  formulas  for 
individual  returns  every  3  years.  However,  the  most  recent  tcmp  was 
conducted  on  1988  individual  returns.  For  small  corporations, 
partnerships,  and  S  corporations,  irs  has  upd£ited  formulas  much  less 
frequently,  tcmps  were  conducted  on  corporate  returns  filed  in  1987,  and 
partnership  and  S  corporation  returns  filed  in  1982  and  1985,  respectively. 

irs  is  not  certain  how  well  the  dif  scores  will  continue  to  perform  if  not 
updated,  irs  officials  believe  that  by  1998,  the  year  irs  planned  to  have 
tcmp  data  available,  the  dif  scores  may  become  less  effective  at  identifying 
returns  with  the  greatest  potential  for  change.  They  said  this  decrease  in 
effectiveness  may  occur  because  of  changes  in  tax  laws  and  taxpayer 
behavior — resulting  in  an  increased  no-change  rate  for  dif  selected  returns 
and  potentially  lower  revenue  yields.  This  would  mean  greater  burden  on 


In  1993  and  1994.  a  smaller  proportion  of  the  examined  returns  were  selected  using  DIP  because  of  a 
2-year  special  nonfiler  compliance  initiative  conducted  by  IRS'  Examination  Division  IRS  officials 
expect  the  proportion  of  returns  selected  using  DIF  to  again  increase  as  this  nonfiler  initiative  is 
completed 

*'Nochange'  audits  are  those  that  did  not  chaise  the  reported  tax  liability 
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compliant  taxpayeis  if  more  of  them  are  selected  for  audit  ms  ofBdals 
indicated  that  they  plan  to  monitor  the  performance  of  dif  over  time. 


Compliance  Data  Needed 
to  Validate  Market 
Segment  Approach 


The  1994  tcmp  was  also  intended  to  provide  information  on  ns'  new 
market  segment  approach  for  grouping  tax  returns,  rs  initiated  the  market 
segment  approach  on  the  basis  of  work  done  in  its  Western  Region,  which 
indicated  that  compliance  rates  and  audit  issues  were  likely  to  be  similar 
for  taxpayers  with  similar  characteristics,  such  as  businesses  in  the  same 
industry  (e.g.,  manufacturing  or  retail  sales).  Accordingly,  ms  concluded 
that  grouping  taxpayers  by  market  segments  might  result  in  selecting 
returns  for  audit  that  have  a  higher  potential  for  change  and  might  allow 
auditors  to  q>ecialize  in  market  segments. 

The  1994  tcmp  was  designed  to  provide  data  to  test  this  hypothesis  as  well 
as  to  develop  dif  scores  by  market  segment  rather  than  by  audit  class,  as 
had  been  done  in  the  past'  Without  tcmp  or  some  alternative  to  provide 
similar  information,  uts  will  not  have  data  to  show  whether  market 
segments  are  better  for  return  selection  purposes  than  traditional  audit 
classes  or  be  able  to  determine  the  compliance  rate  or  compliance  issues 
of  the  market  segments.  Because  of  these  concerns,  iRS  no  longer  plans  to 
test  a  selection  of  returns  for  audit  by  using  the  market  segment  s^proach. 
Instead,  iRS  plans  to  continue  selecting  returns  for  audit  using  the  DIF  score 
within  audit  classes. 


TCMP  Was  Designed  to 
Support  IRS'  Research 
Function 


Finally,  the  1994  TCHP  was  designed  to  provide  compliance  data  for  ms' 
National  and  District  Research  Offices,  as  established  these  oCBces  to 
research  taxpayer  conq>liance  at  the  national  and  local  levels.  Tltese 
researchers  were  to  identify  programs  to  improve  compliance  not  only 
through  audits  but  also  through  larger  scale  nonaudit  programs,  such  as 
improved  guidance  and  assistance  to  taxpayers  and  tax-law  changes,  tcmp 
also  was  to  be  used  to  develop  benchmark  compliance  data  for  measuring 
future  progress  and  determine  how  effectively  managers  were  meeting 
their  objectives  of  improving  compliance. 

Without  tcmp  or  an  alternative  data  source,  nts'  new  research  function 
would  still  be  able  to  analyze  noncompliance  in  filing  returns  and  paying 
taxes.  However,  research  on  reporting  compliance,  the  area  where  most  of 
iRs'  compliance  dollars  are  spent,  would  be  very  limited.  Thus,  researchers 


^IRS  developed  DIE  formulas  for  each  of  10  audit  classes.  These  audit  classes  separate  taxpayers  o 
the  t)asis  of  the  amount  of  Income  artd  type  of  return  filed. 
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would  have  inadequate  data  to  identify  emerging  trends  in  reporting 
compliance,  to  develop  solutions,  and  to  test  the  effectiveness  of  these 
solutions.  As  a  result,  ms  would  Ukely  continue  its  reliance  on  enforcement 
to  improve  compliance.  However,  enforcement  has  proven  to  be  a  costly 
and  ineffective  way  to  increase  overjill  voluntary  compliance. 


Possible  Short-Term 
Approaches  to  Collect 
Compliance  Data 


According  to  iRS  ofBcials,  because  of  criticisms  of  tcmp  and  budget 
concerns,  the  1994  tcmp  is  unlikely  to  be  conducted.  Although  ms  officials 
told  us  they  plaimed  to  use  ctn  alternative  method  to  obtain  tcmp  data,  they 
currently  have  no  short-term  proposal  on  how  to  obtain  these  data 
Regardless  of  how  ms  plans  to  mitigate  the  loss  of  1994  tcmp  data,  it  would 
have  to  start  soon  in  order  to  minimize  the  adverse  effects  of  not  updating 
its  compliance  programs. 

According  to  iRS  officials,  a  number  of  alternative  sampling  strategies 
could  fill  the  short-term  data  gap  created  by  postponing  tcmp  indefinitely. 
From  these  strategies,  we  identified  several  alternative  samples  that  met 
three  basic  objectives  we  considered  important  (1)  reducing  the  sample 
size  to  make  data  collection  less  costly  for  ms  and  less  burdensome  to 
taxpayers,  (2)  maintaiiung  res'  ability  to  update  the  dif  scoring  system,  £md 
(3)  maximizing  use  of  the  work  already  completed  to  identify  returns  and 
collect  data  for  the  1994  tcmp  sample. 

One  alternative  sample  would  be  for  irs  to  reduce  the  planned  tcmp  sample 
size  and  still  provide  some  of  the  same  data,  although  with  less  precision. 
This  smaller  sample  could  also  be  used  to  update  the  dif  score  with  little 
loss  in  accuracy.^  On  the  basis  of  our  discussions  with  soi  officials,  it 
£4>pears  irs  could  reduce  the  sample  size  in  any  one  of  several  ways, 
including 

decreasing  the  level  of  acceptable  statistical  precision  for  individual  and 
corporate  returns;' 

"The  primaiy  criteria  for  updating  the  DIF  score  is  the  p^ofitable^o-audit  requirement  Each  individual 
and  small  corporation  strata  must  have  at  least  500  such  returns.  The  profitable-to-examine  level  tie., 
amount  of  adjustments)  ranges  from  $600  for  certain  nonbusiness  Individuals  to  $10,000  for  some  sole 
proprietors  and  corporations.  The  most  recent  TCMP  is  used  to  estimate  the  number  of  profitable-to- 
audit  returns  wiUun  a  strata. 

TRS  uses  the  coefficient  of  variation  (CV)  ratio  as  a  measure  of  the  sample's  precision  The  CV  is  the 
ratio  between  the  standard  error  of  the  mean  divided  by  the  mean  The  CV  ratio  measures  the 
precision  of  sample  point  estimates  and  is  calculated  using  data  from  prior  TCMPs  A  sample  with  a 
CV  ratio  of  1  is  generally  twice  as  reliable  as  a  sample  with  a  CV  ratio  of  2  For  our  alternative  samples, 
we  asked  IRS  to  increase  the  CV  ratios  as  follows.  Individual  nonbusiness  returns  to  5  percent, 
individual  busmess  returns  to  2  percent,  corporation  returns  to  6  percent  The  CV  ratios  were  changed 
from  3  5  percent,  1  percent,  and  2  percent  respectively. 
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selecting  a  sample  with  only  businesses  (sole  proprietors,  corporations, 
partnerships,  and  S  corporations),  with  reduced  precision; 
classifying  tcmp  sample  returns  and  eliminating  returns  that  past  audit 
experience  indicates  are  not  likely  to  result  in  an  audit  adjustment;'  and 
selecting  a  sample  that  includes  only  sole  proprietor  and  corporation 
returns. 

Numerous  other  alternatives  to  the  sampling  methodology  and 
characteristics  may  give  sUghtly  different  sample  sizes.  For  example,  by 
eliminating  the  requirement  for  updating  the  dif  formula,  the  sample  size 
for  the  corporation  and  individual  business  option  is  reduced  by  about 
12  percent,  to  28,275.  However,  such  an  approach  would  lessen  the  value 
of  TCMP  because  it  would  limit  iRS'  ability  to  update  the  dif  score,  a  primary 
purpose  of  tcmp  audits. 

Reducing  the  sample  size  would  reduce  the  cost  of  tcmp  audits,  irs'  cost 
estimates  for  the  1994  tcmp  were  divided  into  two  types,  (1)  staffing  costs 
and  (2)  opportunity  costs.  Staffing  costs  reflect  ms'  cost  estimates  for 
auditors  to  conduct  the  tcmp  audits.  Opportunity  costs  reflect  ffis' 
estimates  of  the  difference  between  revenue  generated  through  the  regular 
audit  program  and  revenue  generated  by  tcmp  audits.  According  to  iRS 
officials,  tcmp  audits  generate  less  revenue  because  the  returns  are 
randomly  selected  rather  than  identified  by  using  the  dif  score  or  as  part 
of  a  special  project  and  because  the  returns  take  longer  to  audit 

Table  1  shows  how  the  variations  in  sampling  methodology  and 
characteristics  change  the  sample  size  and  cost  estimates. 


'Included  in  this  sample  b  a  2  percent  subsample  of  the  iKHChange  retunia  to  vulidale  the 
dasslficatioa 
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Tabto  1 :  Changw  to  Sampla  Staa  and  CoM  EMbnalas  BaMd  on  ChangM  to  Sampling  Characterlatlcs 

Dollars  in  millions 

Sample  alia  by  return 

type* 

Coat  •atimatea 

Sampla  charactarlsUcs                                            1040 

1120 

1120S 

1065 

Total 

Direct 

Opportunity 

Original  sample                                                     92,185 

35,360 

12,501 

12,488 

152,534 

$558 

$1,452 

Decrease  the  precision  of  the  sample                     52,313 

15,121 

12,501° 

12,488» 

92A23 

309 

805 

Sample  businesses  only                                         18,267 

15,121 

12,501" 

12.488" 

sa^TT 

280 

727 

Classify  returns  and  delete  no-change  audits          36,909 

8,063 

6,666 

6,659 

58,297 

184 

479 

Sample  corporations  and  sole  proprietors  only        1 8,267 

15,121 

0 

0 

33;»8 

153 

397 

*The  foJIowing  return  types  were  lo  be  irtcluded  in  TCMP  Form  1040  individual  Income  Tax 
Return,  Form  11 20  Corporation  lrx:ome  Tax  Return.  Form  1 120S  S  Corporation  Return,  arxl  Form 
1065  PartnersMp  Incorne  Tax  Return 

"Sample  size  tor  partnership  and  S  corporation  returns  remains  the  same  as  in  ttte  onginaJ  1994 
TCMP  sample  for  all  options  f<x  wtiich  these  types  ol  returns  are  included,  because  IRS  tias  no 
data  on  wtiich  to  determine  ttie  number  of  returns  ttiat  would  t>e  profitable  lo  e 


Source:  Sample  size  data  provided  by  IRS'  SOI  staff  and  cost  estimates  calculated  by  GAG 
based  on  IRS'  cost  mformaton  for  the  planned  1994  TCMP 


Changing  the  sample  characteristics  not  only  reduces  the  size  but  affects 
the  usefulness  of  data  from  the  sample.  Each  of  the  changes  shown  in 
table  1  has  its  own  set  of  strengths  and  weaknesses  that  relate  primarijy  to 
reliability  and  coverage.  For  example,  reducing  the  sample  to  businesses 
only  and  reducing  the  precision  would  provide  no  information  on 
nonbusiness  individuals.  Also,  this  sample  would  be  of  little  use  at  the 
DORA  level  because  it  would  not  provide  statistically  reliable  estimates  of 
compliance  below  the  national  level.  This  sample  could,  however,  provide 
some  information  on  market  segment  compliance  and  be  used  to  update 
the  DIF  formula  for  businesses  and  the  return  types  where  volimtary 
compliance  is  the  lowest  Also,  a  business-only  approach  could  be 
combined  with  a  multiyear  sample  where  the  compliance  of  nonbusiness 
individual  returns  is  evaluated  in  a  future  year.  Although  we  did  not  fully 
evaluate  the  alternatives,  the  table  in  appendix  I  summarizes  some  of  the 
more  obvious  trade-offs  inherent  in  the  alternatives  discussed  above. 

Deciding  how  to  change  the  sampling  strategy  to  reduce  the  sample  size 
would  require  careful  evaluation  of  the  tradeoffs.  It  seems  reasonable, 
however,  to  consider  that  any  new  sample  should,  at  a  minimum,  allow 
some  updating  of  the  dif  formulas,  since  this  was  to  be  the  primary 
purpose  of  the  original  tcmp.  To  the  extent  that  other  purposes  can  also  be 
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met  through  one  of  these  alternative  sampling  strategies,  the  sample 
would  be  more  valuable. 


Long-Term 
Compliance 
Measurement 
Considerations 


Because  a  significant  portion  of  iRs'  workload  and  future  revenue  depends 
on  compliance  programs,  it  is  important  that  as  determine  how  to 
measure  compliance.  Such  measurements  are  an  on-going  need  for  any  tax 
system  that  depends  on  voluntary  compliance.  It  is  also  important  that  any 
long-term  solution  to  obtaining  compliance  measurement  information 
address  the  issue  of  sustaiitability  so  that  long-term  consistent 
measurement  data  are  available.  Sustaiitability  means  that  the  program's 
costs,  in  terms  of  ms'  budget  and  perceived  burden  on  the  taxpayer,  must 
be  clearly  defensible.  Additionally,  to  be  efficient  and  effective,  it  would  be 
necessary  to  design  a  program  that  provides  timely  data  and  cleaiiy 
identifies  the  objectives  and  uses  of  these  compliance  data. 


We  identified  several  alternatives  to  the  traditional  tcmp  that  would  meet 
some  of  the  data  needs  that  were  lost  when  tcmp  was  postponed,  including 
(1)  conducting  multiyear  tcmp  audits  on  smaller  samples  and  combining 
the  results;  (2)  using  operational  audit  data;  and  (3)  conducting  a  mini 
TCMP  to  identify  compliance  issues,  with  a  more  focused  tcmp  audit  on  the 
identified  issues.  We  discuss  these  three  options  below. 


Using  Multiyear  TCMP 
Audits 


The  multiyear  tcmp  alternative  envisions  annual  TCMP-^pe  audits  on  a 
smaller  sample  of  tax  returns  which,  over  the  course  of  several  years, 
could  be  combined  to  obtain  the  required  statistical  precision.  For 
example,  nts  could  disaggregate  an  entity  type,  such  as  individual 
taxpayers,  into  separate  market  segments  or  audit  classes  and  conduct  the 
audits  of  each  segment  on  a  3-year  cycle.  Table  2  below  shows  an  example 
of  how  such  a  program  might  operate. 


Table  2:  Exainple  of  a  MuMyear  TCMP 
Effort 


Year 

Type  of  return  audHad 

Number 
ofretuma 

1 

Individual,  nonbusiness,  total  positive  income  less  than  $50,000 

16,363 

2 

Individual,  nonbusiness,  total  positive  income  $50,000  or  more 

14,508 

3 

Individual,  business  or  farm 

18.267 

Total 

49,138 

Source:  Estimates  matSe  from  data  provided  t)y  IRS  for  our  aNomative  sart>pling  strategies 
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One  benefit  of  such  an  approach  to  irs  would  be  that  after  the  initial  3-year 
period,  new  and  current  data  would  become  available  for  one  of  the 
segments  eveiy  year,  making  it  easier  to  fine-tune  the  compliance  system. 
Such  an  approach,  however,  would  require  considerable  effort  from  ms' 
statisticians  to  ensure  that  the  sample  design  was  statistically  sound.  Also, 
it  would  require  a  long-term  commitment  from  ms  managers  to  ensure  that 
returns  were  audited  regularly. 


Using  Operational  Audit 
Data 


A  second  option  is  to  use  data  from  operational  audits  already  being  done. 
Using  data  from  operational  audits  would  provide  a  large  amount  of 
compliance  data  This  option  is  also  probably  the  most  sustainable  of  the 
three  we  discuss  because  it  would  be  less  burdensome  on  compliant 
taxpayers  and  have  no  marginal  staffing  and  opportunity  costs.  However, 
there  are  weaknesses,  ms  currently  has  no  system  to  track  operational 
audit  issues.  While  such  a  system  is  currently  being  developed,  it  is  not  yet 
operational  and  testing  is  not  planned  to  begin  until  later  in  1996. 
According  to  iRS  officials,  this  database  is  to  identify  audit  issues  as  well  as 
provide  codes  to  identify  the  causes  of  noncompliance.  Also,  ms  officials 
believe  that  using  a  database  of  operational  audit  results  could  not  be  used 
for  updating  the  DlF  formulas,  determining  ways  to  improve  voluntary 
compliance,  or  systematically  identifying  emerging  audit  issues  because 
the  audited  returr\s  would  not  be  randomly  selected. 


Using  a  Mini  TCMP 


A  third  option  is  to  periodically  conduct  a  very  small  TCMP  that  covers  all 
taxpayers  and  follow  up  with  mini  tcmp  audits  on  ^edfic  issues  identified 
as  concerns.  Using  this  approach,  irs  may  be  able  to  reduce  the  sample 
size  and  focus  the  m^ority  of  the  audits  on  less  compliant  taxpayers,  thus 
reducing  cost  and  taxpayer  burden.  This  approach  may  also  provide  irs 
with  insight  into  the  areas  of  greatest  noncompliance  because  efforts 
would  be  more  focused,  irs  officials  said  that  this  approach,  however, 
would  probably  not  provide  sufficient  data  to  update  the  dif  formulas  and 
may  be  of  little  use  at  dora  sites  because  too  few  randomly  selected 
returns  would  likely  be  examined. 


Conclusions 


A  significant  proportion  of  iRs'  present  and  future  compliance  programs 
have  been  predicated  on  tlie  information  obtained  from  tcmp. 
Benchmarking  current  compliance,  validating  the  market  segment 
approach,  updating  return  selection  formulas,  researching  noncompliance 
issues  and  developing  programs  to  address  them,  and  estimating  the  tax 
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gap  all  depend  on  tcmp  infonnation.  Without  updated  compliance  data, 
increasing  voluntary  compliance,  as  envisioned  by  iRS,  is  less  likely  to 
occur. 

IRS  has  options  to  replace  at  least  some  of  the  data  that  would  have  been 
available  from  the  1994  tcmp  audits.  Auditing  a  smaller  sample  size  by 
eliminating  some  return  types  and  accepting  a  decrease  in  precision,  is  a 
factor  in  such  options.  While  each  of  these  alternatives  has  limitations, 
they  would  meet  some  of  the  data  needs  that  were  lost  when  tcmp  was 
postponed.  It  is  important  for  IBS  to  make  a  decision  soon  on  how  to 
replace  tcmp  data  because  it  will  take  some  time  to  implement  a 
replacement,  and  iRS  projects  that  the  currently  available  1988  data  will  be 
less  eEfective  by  1998. 

If  IRS  does  not  develop  a  sustainable  compliance  measurement  program, 
res'  compliance  programs  may  be  disrupted  as  the  proportion  of  audits 
that  result  in  no-changes  increases  and  iRs'  access  to  information  on 
emerging  compUance  issues  decreases.  In  the  long  term,  such  disruptions 
are  likely  to  result  in  increased  burdens  on  compUant  taxpayers  as  more  of 
them  are  selected  for  audit 


Recommendations 


To  provide  the  data  necessary  to  help  meet  the  objectives  of  iRs' 
compliance  strategies,  we  recommend  that  you 


identify  a  short-term  alternative  strategy  to  minimize  the  negative  effects 
of  the  compliance  information  that  is  likely  to  be  lost  because  tcmp  was 
postponed,  and 

develop  a  cost-effective,  long-term  strategy  to  ensure  the  continued 
availability  of  reliable  compliance  data. 


Agency  Comments 
and  Our  Evaluation 


We  requested  conunents  from  you  on  a  draft  of  this  report  Responsible  iRS 
officials,  including  the  National  Director,  Compliance,  Research  and 
National  Director,  Compliance  Specialization,  provided  comments  in  a 
February  23,  1996,  meeting.  These  ofBcials  sigreed  with  our 
recommendations  and  provided  some  technical  comments,  which  we  have 
incorporated  where  appropriate.  In  a  March  18,  1996,  letter,  you  restated 
those  agreement  and  indicated  that  over  the  next  several  months  ms  would 
devote  substantial  effort  to  investigating  all  potential  options  for  capturing 
reliable  compliance  information  as  an  alternative  to  tcmp. 
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We  believe  the  actions  that  ibs  proposes,  if  properiy  iinplennente<i,  will  be 
reqjonsive  to  our  recommendations. 


This  report  contains  recommendations  to  you.  The  head  of  a  federal 
agency  is  required  by  31  U.S.C.  720  to  submit  a  written  statement  on 
actions  taken  on  these  recommendations  to  the  Senate  Committee  on 
Grovemmental  Affairs  and  the  House  Committee  on  Government  Reform 
and  Oversight  not  later  than  60  days  after  the  date  of  this  letter.  A  written 
statement  also  must  be  sent  to  the  House  and  Senate  Committees  on 
Appropriations  with  the  agency's  first  request  for  appropriations  made 
more  than  60  days  after  the  date  of  this  letter. 

We  are  sending  copies  of  this  report  to  pertinent  congressional 
committees  with  respor\sibilities  related  to  iRs,  the  Secretary  of  the 
Treasury,  and  other  interested  parties.  Copies  will  be  made  available  to 
others  upon  request 

The  m^or  contributors  to  this  report  are  listed  in  app>endix  IL  If  you  have 
any  questions,  please  contact  me  on  (202)  612-9044. 


Sincerely  yours, 


Natwar  Gandhi 

Associate  Director,  Tax  Policy 
and  Administration  Issues 
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Appendix  I 


Trade-Offs  With  Alternative  Sampling 
Strategies 


Sample 
characteristics 


Original  sample 


TrBd»«fls  of  adjusted  sample 


Positive 


Useable  to  update  DIF  scores,  provides  baseline 
compliance  for  market  segments,  useable  at  the 
DORA  level  for  most  market  segments,  very  precise 
compared  vmth  other  options. 


Large  sample  size  requiring  significant  resource  and 
cost  commitment. 


Decrease  the  precision 
of  the  sample 


Useable  to  update  DIF  scores,  provides  baseline  data 
for  national  market  segments,  reduces  the  sample 
size  and  burden. 


Not  useable  at  the  DORA  level. 


Sample  business  Useable  to  update  DIF  formula  for  businesses,  where 

returns  only  the  most  noncompliance  occurs,  provides  baseline 

data  for  national  market  segments,  reduces  the 

sample  size  and  burden. 


Not  usable  to  update  the  DIF  score  for  individual 
returns,  not  useable  at  the  DORA  level. 


Classify  returns  and 
exclude  those  that 
appear  to  be 
no-change  returns 


Possibly  useable  to  update  DIF  formulas,  would 
provides  some  national  market  segment  information, 
reduces  the  sample  size  and  burden. 


Not  useable  at  the  DORA  level,  problems  identifying 
no-change  returns. 


Sample  corporations        Useable  to  update  DIF  formulas  for  selected  classes 
and  individual  of  ousiness  return,  provides  national  market  segment 

businesses  only  compliance  data,  reduces  the  burden  on  individual 

taxpayers ^^^^ 


Not  useable  to  update  the  DIF  score  or  identify 
compliance  issues  for  nonbusiness  individuals, 
partnerships,  and  S  corporations  not  useable  at  the 
DORA  level 


Source  Based  on  prior  TCMP  work  and  discussions  with  tRS  staff. 
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DEPARTMENT  OF  THE  TREASURY 

INTERNAL  REVENUE  SERVICE 

WASHINGTON.  DC    20224 


Julys,  1996 


5^99<> 


The  Honorable  Ted  Stevens 

Chairman,  Committee  on  Governmental  Affairs 

United  States  Senate 

Washington,  DC  20510 

Dear  Mr.  Chairman: 

In  accordance  with  31  U.S.C.  section  720,  I  am  writing  you  concerning  actions  by 
the  Internal  Revenue  Service  in  response  to  the  recommendations  contained  in  a  report 
by  the  General  Accounting  Office  entitled  "Internal  Revenue  Service:  Results  of  Nonfiler 
Strategy  and  Opportunities  to  Improve  Future  Efforts"  (GGD-96-72,  May  13,  1996). 

I  agree  with  GAO's  report  and  recommendations  on  the  IRS'  Nonfiler  Strategy. 
The  recommendations  support  our  ongoing  efforts  to  obtain  delinquent  returns  from 
deliberate  and  inadvertent  nonfilers--a  top  priority  for  the  IRS. 

The  strategy  originated  because  the  IRS  faced  an  inventory  of  10  million  known 
individual  and  business  nonfilers.  It  was  a  multi-year,  three-pronged  approach  to  put 
nonfilers  on  the  tax  rolls  and  to  keep  them  there.  The  goals  were  to  remove  less 
productive  work,  create  more  productive  investigations,  and  find  new  ways  to  motivate 
and  assist  nonfilers  to  file  voluntarily. 

GAO's  report  analyzes  our  strategy,  which  was  conducted  within  the  context  of 
the  overall  nonfiler  program.  This  complex  program  creates,  classifies,  selects  and 
issues  investigations  when  the  IRS  determines  that  a  tax  return  is  due  but  has  not  been 
filed.  The  program  detects  tax  avoidance  and  evasion  through  information  analysis,  and 
it  helps  to  identify  inadvertent  taxpayer  behavior  preventable  through  outreach  initiatives. 

Briefly  stated,  we  presented  our  results  to  GAO,  and  our  results  show  that  all 
three  goals  were  met.  GAO  agreed  that  the  strategy  resulted  in  positive  steps  being 
taken  and  that  one  goal  was  clearly  met.  However,  GAO  reported  that  more  cost  and 
measurement  data  were  needed  for  them  to  agree  that  the  remaining  two  goals  were  met 
to  the  extent  claimed  by  the  IRS. 
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The  Honorable  Ted  Stevens 


More  importantly,  however,  I  agree  with  GAO's  three  recommendations  for  the 
IRS:  (1)  prepare  for  early  nonfiler  telephone  contact;  (2)  consider  assigning  nonfiler  work 
to  lower-graded  employees;  and  (3)  revise  the  language  in  nonfiler  notices  sent  to 
recidivists.   Presently  we  are;  (1)  eliminating  nonfiler  notices,  which  gets  cases  to  the 
telephone  more  quickly;  (2)  assigning  less  nonfiler  work  to  Examination  employees  and 
using  standard  criteria  for  work  that  is  assigned,  and  (3)  planning  for  a  new  recidivist 
nonfiler  code,  which  will  allow  for  specially  worded  notices. 

if  you  have  any  questions,  please  do  not  hesitate  to  contact  me  or 
Erik  North,  National  Director  for  Legislative  Affairs,  at  622-3720 


Sincerely, 


klM^ 


Enclosure 


May  1996 
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GAD 


United  States 

General  Accounting  Office 

Washington,  D.C.  20548 


General  Government  Division 


May  13,  1996 

The  Honorable  Margaret  Milner  Richardson 
Commissioner  of  Internal  Revenue 
Department  of  the  Treasury 

Dear  Mrs.  Richardson: 

This  report  discusses  the  results  of  our  review  of  ms'  Nonfiler  Strategy  and  opportunities  for 
improving  any  similar  future  efforts.  We  did  this  review  under  our  basic  legislative  authority. 

The  report  contains  recommendations  addressed  to  you.  As  you  know,  31  U.S.C.  720  requires 
the  head  of  a  federal  agency  to  submit  a  written  statement  on  actions  taken  on  our 
recommendations  to  the  Senate  Committee  on  Governmental  Affairs  and  the  House  Committee 
on  Government  Reform  and  Oversight  not  later  than  60  days  after  the  date  of  the  report  and  to 
the  House  and  Senate  Committees  on  Appropriations  with  the  agency's  first  request  for 
appropriations  made  more  than  60  days  after  the  date  of  the  report. 

We  are  sending  copies  of  this  report  to  the  Secretary  of  the  Treasury,  the  Director,  Office  of 
Management  and  Budget;  and  interested  committees  and  subcommittees.  We  will  make  copies 
available  to  others  upon  request. 

Please  call  me  at  (202)  512-91 10  if  you  or  your  staff  have  any  questions  about  the  report  Other 
mjyor  contributors  to  this  report  are  listed  in  appendix  n. 

Sincerely  yours, 


Natwar  Gandhi 

Associate  Director,  Tax  Policy 
and  Administration  Issues 
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Executive  Summary 


Purpose 


At  the  begmning  of  fiscal  year  1993,  the  Internal  Revenue  Service  (ms)  had 
an  inventory  of  about  10  million  known  individual  and  business  nonfilers. 
IRS  estimated  that  the  amount  of  unpaid  taxes  on  nonfiled  individual 
income  tax  returns  for  1992  alone  was  more  than  $10  billion.  Concerned 
about  this  noncompliance,  ms  implemented  a  strategy  in  fiscal  year  1993  to 
bring  nonfilers  into  the  system  and  keep  them  there,  gao,  under  its  basic 
legislative  authority,  reviewed  lEs'  strategy  to  (1)  assess  the  results  and 
(2)  determine  whether  opportunities  existed  to  improve  any  future 
nonfiler  efforts. 


Background 


IRS  identifies  potential  nonfilers  primarily  by  matching  data  on  information 
returns,  such  as  wage  and  withholding  statements  from  employers,  with 
data  on  filed  income  tax  returns.  When  the  matched  data  show  income  but 
no  corresponding  tax  return,  a  potential  nonfiler  is  identified,  ms  then 
decides  what  type  of  action  to  take,  if  any.  Depending  on  the  facts  of  the 
case  and  available  resources,  irs'  decision  can  range  from  doing  nothing  to 
conducting  a  detailed  investigation. 

The  Commissioner  of  Internal  Revenue,  in  October  1993  congressional 
testimony,  dted  three  goals  that  ms  established  to  help  achieve  the 
objective  of  the  Nonfiler  Strategy:  (1)  use  a  combination  of  outreach  and 
enforcement  to  improve  taxpayer  compliance  and  the  identification  of 
nonfilers,  (2)  eliminate  the  backlog  in  iRs'  inventory  of  nonfiler 
investigations  by  the  end  of  fiscal  year  1994  so  that  iRS  can  work  individual 
nonfiler  cases  promptly,  and  (3)  improve  the  way  ms  directs  its 
enforcement  resources  in  working  nonfiler  cases  so  that  it  can  employ  the 
most  effective  techniques  on  different  types  of  cases  to  achieve  the  highest 
return  on  its  resource  investment  The  Strategy  was  to  be  in  effect  for 
fiscal  years  1993  and  1994. 

To  achieve  its  review  objectives,  gao  interviewed  officials  and  reviewed 
procedures  and  results  at  ms'  National  Office,  three  regional  ofiSces,  four 
district  offices,  two  service  centers,  and  a  compliance  center.  Because  a 
m^or  part  of  the  Strategy  involved  the  use  of  staff  from  irs'  {Examination 
function  to  help  investigate  nonfiler  cases,  gao  randomly  selected  a  total 
of  140  cases  completed  in  fiscal  years  1993,  1994,  and  1995  by  Examination 
staff  at  the  four  district  offices  visited,  gag's  sample  results  are  not 
projectable. 
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Results  in  Brief 


IRS  took  several  positive  steps  to  achieve  the  goals  of  the  Nonfiler  Strategy. 
Among  other  things,  the  Examination  function  deployed  staff  to  work  on 
nonfiler  cases;  other  ms  functions  increased  their  emphasis  on  nonfiler 
activities;  and  ms  eliminated  old  cases  fi'om  inventory,  established 
cooperative  working  arrangements  with  states  and  the  private  sector,  and 
implemented  a  refund  hold  program. 

According  to  irs,  the  Nonfiler  Strategy  was  generally  a  success.  Among 
other  things,  ms  (1)  reduced  the  size  of  the  nonfiler  inventory; 
(2)  eliminated  improductive  cases,  which  allowed  it  to  focus  enforcement 
resources  more  effectively;  and  (3)  increased  the  number  of  returns 
secured  from  individual  nonfilers.  However,  the  results  of  the  Strategy  are 
less  conclusive  when  compared  with  the  Strategy's  goals,  irs  achieved  its 
goal  of  reducing  the  backlog  of  nonfiler  investigations,  but  there  is 
insufficient  information  with  which  to  judge  irs'  success  in  achieving  its 
other  two  goals.  For  example,  it  is  unclear  how  much,  if  at  all,  voluntary 
taxpayer  compliance  improved  as  a  result  of  the  Strategy,  and  the  absence 
of  comprehensive  cost  data  makes  it  difficult  to  assess  return  on 
investment 

GAG  identified  several  areas  where  opportunities  existed  to  improve  any 
future  IRS  effort  directed  at  nonfilers.  Those  opportunities  relate  to  (1)  the 
time  it  takes  irs  to  make  telephone  contact  with  nonfiiers;  (2)  the  use  of 
higher  graded  staff  to  perform  tasks  that  might  be  effectively  done  by 
lower  graded  staff;  and  (3)  procedures  for  dealing  with  recidivists — i.e., 
nonfilers  who  are  brought  into  compliance  and  then  become  nonfilers 
again. 


Principal  Findings 


Was  the  Nonfiler  Strategy  a 
Success? 


According  to  irs,  the  Nonfiler  Strategy  was  a  success  for  several  reasons. 
By  purging  old  cases  and  redirecting  staff  fi-om  the  Examination  function 
to  help  work  nonfiler  cases,  for  example,  irs  was  able  to  reduce  its 
nonfiler  inventory.  The  use  of  Examination  staff,  along  with  such  things  as 
the  establishment  of  cooperative  working  arrangements  with  states  and 
the  private  sector  and  implementation  of  a  refund  hold  program,  also 
helped  irs  increase  the  number  of  returns  secured  firom  individual 
nonfilers.  Under  the  refund  hold  program,  irs  held  refunds  claimed  by 
certain  individuals  who  had  a  prior  year's  return  that  was  more  than  1  year 
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overdue  until  they  either  filed  the  overdue  return  or  explained  why  there 
was  no  filing  requirement  (See  pp.  15  to  17.) 

Compared  to  the  goals  of  the  Strategy,  however,  the  results  are  less 
conclusive.  It  is  unclear  how  much,  if  at  all,  voluntary  taxpayer 
compliance  improved  as  a  result  of  the  Strategy.  For  example,  of  the 
nonfilers  who  were  brought  into  compliance  in  1993,  38  percent  had  not 
filed  a  tax  year  1993  return  by  August  1995 — 16  months  after  the  returns 
were  due.  iRS  does  not  know  how  that  rate  of  recidivism  compared  to  past 
years,  ms  also  does  not  have  the  comprehensive  cost  data  necessary  to 
assess  its  return  on  investment  Some  cost  data,  such  as  the  number  of 
Exanunation  and  Collection  staff  years  spent  on  nonfiler  work,  were 
available  but  not  enough  to  determine  overall  cost  ms  said  that  it  never 
intended  to  measure  the  Strategy's  success  by  cost  In  gag's  opinion, 
however,  comprehensive  cost  data  are  important  if  management  is  to  . 
make  informed  decisions  on  the  nature  and  extent  of  future  nonfiler 
efforts.  (See  pp.  17  to  23.) 

Assessment  of  the  results  of  the  Nonfiler  Strategy  was  made  more  difficult 
by  the  general  absence  of  many  measurable  goals  (targets)  against  which 
to  compare  the  results.  For  example,  lES  did  not  have  a  goal  for  the 
number  of  delinquent  returns  it  wanted  to  secure  during  the  Strategy  or 
the  number  of  nonfilers  it  wanted  to  bring  into  compliance,  irs  agreed  that 
it  did  not  have  many  specific  targets  but  pointed  out  that  it  had  several 
indicators  that  were  designed  to  show  positive  or  negative  trends  in 
results.  GAG  agrees  that  it  is  useful  to  track  trends,  but  such  an  exercise  is 
more  meatungful  if  there  are  goals  against  which  to  compare  those  trends. 
(See  p.  22. ) 


Opportunities  to  Improve 
Future  Nonfiler  Efforts 


Telephone  Contact  With 
Nonfilers 


In  reviewing  the  Nonfiler  Strategy,  gag  identified  three  areas  where 
opportunities  existed  to  enhance  any  future  nonfiler  initiatives:  (1)  the 
time  that  elapses  before  irs  attempts  to  contact  a  nonfiler  by  telephone, 
(2)  the  staffing  of  fiiture  nonfiler  initiatives,  and  (3)  recidivists. 

IRS  officials  have  said  that  the  faster  they  can  act  to  obtain  delinquent 
returns  and  related  taxes,  the  more  likely  that  the  action  will  be 
successfiil.  At  the  time  of  gag's  review,  however,  irs  did  not  send  a  first 
notice  to  an  individual  nonfiler  until  about  1  year  after  the  return  was  due, 
and  cases  that  IRS  considered  to  have  high  potential  were  not  assigned  for 
telephone  contact  with  the  nonfiler  until  several  notices  had  been 
sent — about  1-1/2  years  after  the  return  was  due. 
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IBS  has  efforts  underway  to  shorten  by  several  months  the  tune  before  the 
first  notice  is  sent  As  a  result  of  those  efforts,  iRS  expects  to  move  up  first 
contact  with  certain  nonfilers  to  November  of  the  year  the  return  was  due. 
Besides  shortening  the  time  before  issuance  of  the  first  notice,  resolution 
of  nonfiler  cases  might  also  be  enhanced  by  more  timely  telephone  contact 
with  the  nonfiler  after  issuance  of  the  first  notice— something  ms  is  trying 
to  do,  through  an  Early  Intervention  Project,  in  cases  involving  delinquent 
tax  payments.  As  of  July  1995,  ms  management  had  under  consideration 
several  recommendations  by  an  ms  business  reengineering  team,  some  of 
which  were  directed  at  shortening  the  notice  process.  (See  pp.  25  to  27.) 

Staffing  of  Future  Nonfiler  During  each  of  the  2  years  of  the  Nonfiler  Strategy,  iRs'  Examination 

Egoj.ts  function  had  about  18,000  revenue  agents  and  tax  auditors.  To  help  work 

nonfiler  cases,  ms  redirected  a  significant  niunber  of  those  staff  (about 
4,000  staff  years  in  total  during  the  2  years)  fi-om  their  regular  audit  duties. 
According  to  iRS  data,  of  the  time  charged  by  revenue  agents  and  tax 
auditors  to  nonfiler  cases  that  had  been  closed  in  fiscal  years  199.3  and 
1994,  about  66  percent  was  charged  by  GS-1 1  revenue  agents,  and  another 
14  percent  was  charged  by  revenue  agents  above  the  GS-U  level.  When 
not  working  on  nonfiler  cases,  revenue  agents  at  those  grade  levels 
generally  audit  complex  returns  filed  by  individuals  and  returns  filed  by 
corporations. 

GAO  is  not  questioning  iRS'  staffing  decisions  for  the  Nonfiler  Strategy. 
Given  the  importance  of  the  Strategy  and  avaUable  resources  a.  the  time, 
IRS  may  have  had  no  other  viable  option.  However,  it  appears,  on  the  basis 
of  GAo's  case  reviews  and  discussions  with  irs  staff  in  four  district  offices, 
that  fiiture  nonfiler  efforts  could  be  just  as  effective  without  iRS  relying  as 
much  on  higher  graded  revenue  agents. 

Although  Examination  managers  and  staff  gao  interviewed  in  four  district 
offices  had  several  positive  things  to  say  about  the  Nonfiler  Strategy  and 
Examination's  role  in  it,  a  common  theme  expressed  by  many  of  them  was 
that  much  of  the  nonfiler  case  work  was  the  kind  of  work  that  could  be 
done  by  lower  graded  staff.  Options  suggested  by  district  office  personnel 
for  staffing  future  nonfiiler  efforts  included  (1)  using  more  tax  auditors  or 
service  center  tax  examiners  instead  of  revenue  agents  and  (2)  making 
greater  use  of  paraprofessionals  or  administrative  staff.  In  many  of  the 
cases  gao  reviewed,  for  example.  Examination's  success  in  securing 
deUnquent  returns  seemed  to  be  due,  in  large  part,  to  the  agents'  and 
auditors'  persistence  in  contacting  nonfilers  by  telephone  and  in  foUowing 
up  with  nonfilers  when  they  missed  an  appointment  or  when  returns  or 
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Recidivists 


infonnation  they  had  promised  to  mail  were  not  received.  Because  it  did 
not  appear  that  the  person  making  the  phone  calls  needed  any  special 
auditing  skills,  it  would  seem  that  [rs  could  achieve  the  same  result  by 
using  paraprofessionals  or  other  lower  graded  staff,  leaving  higher  graded 
staff  more  time  to  audit  (See  pp.  27  to  30.) 

In  July  1995,  the  Deputy  Conunissioner  of  Internal  Revenue  approved  a 
strategy  for  dealing  with  recidivists — nonfilers  who  are  brought  into 
compliance  and  then  fail  to  file  again  in  later  years.  The  strategy  calls  for 
such  things  as  expediting  cases  by  elimii\ating  some  notices.  However,  the 
strategy  says  nothing  about  revising  the  language  in  the  notices  that  will  be 
sent.  If  ms  plans  to  send  recidivists  fewer  notices  than  it  sends  other 
nonfilers  and  to  revise  other  procedures  relating  to  the  handling  of 
recidivist  cases,  the  language  of  the  remaining  notices  may  no  longer  be 
appropriate  for  those  cases.  An  iRS  official  responsible  for  the  nonfiler 
program  aicknowledged  that  if  iRS  decides  to  send  fewer  notices  to 
recidivists,  it  may  need  to  revise  the  wordir\g  of  those  notices.  It  is 
important  that  ms  make  that  determiruition  in  a  timely  manner  because  of 
the  long  process  involved  in  approving  and  making  the  computer 
programming  changes  needed  to  revise  a  notice,  (see  pp.  30  to  31.) 


Recommendations 


To  better  assess  the  results  of  future  nor\filer  efforts,  if  any,  and  provide  a 
better  foundation  for  deciding  about  subsequent  efforts,  gag  recommends 
that  the  Commissioner  of  Internal  Revenue  (1)  establish  measurable  goals 
and  (2)  develop  comprehensive  data  on  program  costs. 

To  enhance  any  future  res  efforts  directed  at  nonfiling,  gao  recommends 
that  the  Commissioner  of  Internal  Revenue  do  the  following: 

Revise  procedures  to  provide  for  more  timely  telephone  contact  with 
nonfilers  in  line  with  the  reengineering  team's  recommendations.  In  that 
regard,  iRS  should  consider  whether  the  E^ly  Intervention  Project,  which 
includes,  among  other  things,  earlier  telephone  contact  with  taxpayers 
whose  taxes  are  delinquent,  should  be  extended  to  nonfilers. 
Consider  the  feasibility  and  appropriateness  of  assigning  more  nonfiler 
work  to  lower  graded  professional  staff,  paraprofessionals,  and 
administrative  staff.  In  considering  its  options,  res  might  want  to  solicit 
input  firom  district  managers  and  staff  who  worked  on  the  Nonfiler 
Strategy. 

Determine,  if  iRS  decides  to  send  fewer  notices  to  recidivists,  whether  the 
language  of  the  remaining  notices  should  be  revised. 
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A  PPnrv  Commpnts  ***"  "''t^^d  comments  on  a  draft  of  this  report  at  a  meeting  with  ms 

°         "^  officials  on  December  4, 1995.  Those  comments  were  expanded  on  in 

memoranda  dated  December  11,  1995,  and  February  12,  1996.  (See  pp.  23 
and  32.) 

IRS  officials  took  strong  exception  to  the  "extremely  negative  tone"  of  gao's 
draft  report.  They  said  that  the  draft  focused  almost  exclusively  on 
criticisms  of  the  Strategy  without  fully  acknowledging  its 
accomplishments  and  that  an  uninformed  reader  would  likely  judge  the 
Strategy  a  failure  when,  in  ms'  view,  it  was  generally  a  success.  In  response 
to  those  conunents,  gao  revised  this  summary  and  chapter  2  of  the  report 
to  give  more  prominence  to  the  Strategy's  positive  aspects  and  to 
recognize  irs'  position  on  the  Strategy's  success.  However,  although  ms  is 
confident  that  the  Strategy  was  a  success,  gag  could  not  reach  the  same 
conclusion  given  the  statistical  data  available  and  the  absence  of 
measurable  goals  and  comprehensive  cost  data. 

IRS  agreed  with  gag's  recommendation  on  revising  the  notices  sent  to 
recidivists  but  took  issue  with  the  other  recommendations  in  gao's  draft 
In  response  to  ms'  comments  and  to  clarify  its  intent  in  some  cases,  gag 
revised  the  wording  of  the  recommendations. 

IRS  took  most  exception  to  gao's  recommendation  about  the  staffing  of 
future  nonfiler  efforts.  iRS  said  that  the  decision  to  assign  nonfiler  cases  to 
higher  graded  Elxamination  employees  was  a  management  decision  based 
on  the  view  that  maintaining  the  viability  of  the  nonfiler  program 
outweighed  possible  short-term  productivity  lo.sses  in  other  areas. 

It  was  not  gag's  intent  to  second-guess  iRs'  staffing  decisions  for  the 
Nonfiler  Strategy  but  rather  to  suggest  that  ms  consider  other  options  in 
staffing  any  future  nonfiler  initiatives,  gao  revised  its  recommendation  to 
give  IRS  more  flexibility  in  deciding  how  to  staff  future  nonfiler  efforts. 
After  seeing  the  revision,  iRS  said  that  it  would,  in  the  future,  "consider 
using  ^propriately  graded  employees,  if  available." 
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Introduction 


Section  6012  of  the  Internal  Revenue  Code  requires  individuals, 
businesses,  and  other  taxable  entities  with  income  over  a  certain  threshold 
amount  to  file  income  tax  returns.  While  most  individuals  and  businesses 
voluntarily  comply  with  this  requirement,  millions  do  not  At  the  beginning 
of  fiscal  year  1993,  iRS  had  an  inventory  of  about  10  million  known 
nonfilers — about  7  million  individuals  and  about  3  million  businesses  that 
had  not  filed  one  or  more  required  returns.'  iRS  estimsited  that  the  amount 
of  unpaid  individual  income  taxes  on  returns  due  but  not  filed  for  1992 
alone  was  more  than  $10  billion. 

IRS  identifies  potential  nonfilers  in  several  ways.  One  of  the  more 
significant  ways  to  identify  potential  nonfilers  of  individual  income  tax 
returns  is  through  the  document  matching  program.  Under  that  program, 
IRS  matches  taxpayers'  returns  with  information  returns  (generally  Forms 
W-2  and  1099)  showing  income,  such  as  wages  and  interest,  paid  by  third 
parties,  such  as  employers  and  banks.  When  the  match  shows  income  but 
no  conesponding  tax  return,  a  potential  nonfiler  is  identified,  ms  identifies 
business  nonfilers  by  computer-matching  filed  returns  with  the  business' 
filing  requirements.  Once  it  has  identified  potential  nonfilers,  and  after 
considering  what  resources  are  available,  ms  decides  what  action  to  take. 

In  1993,  IRS  received  about  114  million  individual  income  tax  returns. 
Almost  all  of  those  returns  were  for  tax  year  1992.  For  that  same  tax  year, 
IRS  identified  59.6  million  potential  individual  nonfilers.  Of  the  59.6  million, 
IRS  took  no  enforcement  action  on  54.1  million  (91  percent),  primarily 
because  irs  subsequently  determined  that  the  individual  or  business  had 
no  legal  requirement  to  file.  Collection  officials  at  ms'  National  Office  and 
regional  offices  evaluated  the  remaining  5.5  million  cases  to  determine  the 
potential  tax  due.  Cases  that  ms  judged  to  have  the  least  potential, 
2.5  million,  or  46  percent,  received  a  reminder  to  file.  Cases  judged  to  have 
medium  potential,  0.6  million,  or  1 1  percent,  received  up  to  2  notices. 
Cases  judged  to  have  the  highest  potential,  2.3  million,  or  43  percent, 
received  up  to  4  notices. 

Under  ms  procedures,  nonfiler  cases  that  are  not  resolved  during  the 
notice  process  are  assigned  to  either  the  automated  Substitute-for-Retum 


'For  purposes  of  the  Nonfiler  Strategy,  IRS  defined  a  nonfiler  as  an  individual  or  business  with  an 
annual  tax  return  more  than  360  days  past  due  or  a  business  with  a  quaitetly  return  more  than  90  days 
past  due 
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(sfr)  program,^  an  Automated  Collection  System  (acs)  call  site,'  or  a 
district  office.  Generally,  cases  are  assigned  to  the  automated  sfr  program 
when  (1)  IRS  has  enough  income  information  from  other  sources,  such  as 
information  documents  filed  by  employers  and  banks,  to  prepare  a  return 
for  the  nonfller;  and  (2)  the  potential  tax  due  meets  established  criteria. 
Other  cases  are  assigned,  using  predetermined  criteria,  to  acs  or  a  district 
office,  where  they  are  scored  to  establish  working  priority. 

Cases  assigned  to  a  district  office  are  put  in  an  automated  inventory  called 
the  "queue"  at  the  district  office.  Cases  with  higher  estimated  net  tax  yield 
are  assigned  to  revenue  officers  in  ms'  Collection  function.  Revenue 
officers  attempt  to  contact  nonfilers  and  obtain  delinquent  returns  through 
telephone  calls,  letters,  or  visits.  Nonfiler  cases  with  low  estimated  yield 
may  remain  in  the  queue  indefinitely. 


Objectives,  Scope, 
and  Methodology 


Our  objectives,  addressed  under  our  basic  legislative  authority,  were  to 
assess  the  results  of  iRS'  Nonfiler  Strategy  and  identify  any  opportunities 
for  IRS  to  improve  future  nonJiler  efforts. 


To  accomplish  our  objectives,  we  did  the  following: 

We  Interviewed  iRS  National  Office  officials  re^>onsible  for  overseeing  the 
Nonfiler  Strategy  about  planrung  and  managing  the  Strategy  and  about  its 
results. 

We  interviewed  officials  and  personnel  at  the  Central,  Mid-Atlantic,  and 
Southeastern  Regional  Offices;  Atlanta,  Baltimore,  Cincinnati,  and  Detroit 
District  Offices;  and  Atlanta  and  Cindnnali  Service  Centers  about  their 
roles  in  the  Nonfiler  Strategy,  their  procedures  for  implementing  the 
Strategy,  and  the  results  obtained.  We  chose  the  Central  Region  and 
Cinciimati  District  Office  because  of  earUer  work  done  at  those  locations. 
We  selected  the  other  locations  because  they  had  large  inventories  of 


'Section  6020  of  the  Intemal  Revenue  Code  authoriies  the  Secretaiy  of  the  Treasury  or  hb  designee  to 
make  'substitute  for  return*  (SFR)  aasessments  for  per.»ns  who  fail  to  file  their  tajc  returns.  In  an  SFR 
assessment,  IRS  determines  the  taxpayer's  liability  using  a  filing  status  of  'single.'  the  stamlard 
deduction,  and  income  information  avallahte  from  third  parties  arKJ  notlfl«»  the  taxpayer  that  it  will 
assess  this  amount  unless  the  taxpayer  responds  by  filing  a  correct  return  for  a  different  amount  If  the 
taxpayer  fails  to  respond  or  disagrees  with  IRS'  calculation  but  does  not  file  a  return,  IRS  pursues  the 
assessment  using  standard  deficiency  procedures. 

^ACS  call  sites  are  Collection  offices  that  attempt  to  resolve  nonfiler  cases  through  phone  calls  Before 
doing  so,  IRS  scores  the  cases  to  detemune  investigative  pnoritjes  For  those  nonfller  cases  that  have 
a  high  score  compared  to  other  collection  cases,  an  ACS  tax  examiner  attempts  to  identify  the 
nonfiler's  telephone  number  and.  if  successful,  attempts  to  contact  the  nonfiler  to  secure  all  past  due 
returns-  Cases  that  AC5  Is  unable  to  resolve,  and  that  meet  certain  criteria,  are  transferred  to  a  district 
office  Nonfiler  cases  with  lower  scores  may  remain  inactive  in  the  ACS  inventory  indefirutely. 
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nonfilers.  The  four  district  offices  had  10  percent  of  iRs'  nonfiler  inventory 

as  of  August  31,  1993. 

We  interviewed  Austin  Compliance  Center  officials  about  their  analysis  of 

iRs'  process  for  identifying  nonfilers  and  selecting  nonfiler  cases. 

We  reviewed  relevant  ms  manuals,  instructions,  reports,  jmd  statistics. 

We  reviewed  iRS  Internal  Audit  reports  and  met  with  Internal  Audit 

personnel  doing  work  in  the  nonfiler  area 

Because  RS'  Examination  function  redirected  a  significant  number  of  staff 
to  help  with  nonfiler  cases  during  the  Nonfiler  Strategy,  we  took  some 
specific  steps  directed  at  that  aspect  of  the  Strategy.  To  help  identify  the 
types  of  nonfiler  cases  worked  by  Examinsition  staff,  as  well  as  how  they 
were  worked,  we  randomly  selected  35  cases  worked  by  Examination  in 
each  of  the  4  district  offices  we  visited.  In  each  district,  we  selected  15 
cases  from  the  cases  closed  by  Examination  in  fiscal  year  1993,  15  cases 
from  the  cases  closed  by  Examintition  in  fiscal  year  1994,  and  5  cases  that 
had  been  closed  by  Examination  in  fiscal  year  1996  but  were  still 
physically  located  at  the  district  offices  when  we  visited  them  in 
November  and  December  1994.  These  140  cases  involved  a  total  of  464 
nonfiled  retvuns.  We  also  reviewed  ms'  account  records  as  of  Februaiy  and 
May  1995  to  determine  whether  the  taxpayers  in  our  sample  cases 
remained  compliant  by  filing  returns  in  subsequent  years.  Our  sample 
results  are  not  projectable.  Appendix  1  contains  a  profile  of  the  nonfilers  in 
our  sample  and  a  profile  developed  by  res'  Statistics  of  Income  Division 
from  returns  filed  in  fiscal  year  1993  that  were  360  days  or  more  late. 

Much  of  the  statistical  data  in  this  report  on  the  results  of  ms'  Nonfiler 
Strategy  was  taken  fi-om  the  Commissioner's  Nonfiler  Report,  a  statistical 
report  prepared  by  National  Office  staff  responsible  for  overseeing  the 
Strategy.  After  we  finished  our  review  and  had  drafted  our  report,  ms  told 
us  that  the  Commissioner's  Nonfiler  Reports  on  which  we  had  based  our 
analyses  were  erroneous,  ms  provided  revised  reports,  which  showed 
significant  differences  from  the  reports  we  had  rehed  on.  Also,  the  revised 
reports  covered  only  1 1  months  of  the  fiscal  year  because  data  that  irs 
needed  to  reconstruct  the  reports  for  the  full  fiscal  year  were  not 
available.  We  updated  our  report  and,  where  sippropriate,  our  analyses  to 
reflect  the  revised  data  provided  by  iRS.  We  did  not  assess  the  data's 
accuracy  or  reliability. 

We  did  our  audit  work  from  December  1993  through  May  1995  in 
accordance  with  generally  accepted  government  auditing  standards.  We 
requested  comments  on  a  draft  of  this  report  from  the  Commissioner  of 
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Internal  Revenue  or  her  designee.  On  December  4,  1995,  we  met  with 
several  ms  officials,  including  the  National  Director,  Service  Center 
Compliance;  the  National  Director,  Compliance  Specialization;  the  Acting 
Director  of  the  Office  of  Return  Delinquency;  and  the  Acting  Director  for 
Special  Comphance  Programs.  They  provided  us  with  oral  comments, 
which  the  National  Director,  Service  Center  Compliance,  reiterated  arid 
expanded  on  in  memoranda  dated  December  11,  1995,  and  February  12, 
1996.  Their  comments  are  summarized  and  evaluated  on  pages  23  and  32 
and  are  incorporated  in  this  report  where  appropriate. 
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Chapter  2 

Results  of  IRS'  Nonfiler  Strategy 


IRS  became  increasingly  concerned  about  the  nonfiler  problem  in  1991, 
when  its  delinquent  return  inventory — ^which  had  been  growing  by  about 
12  percent  a  year — increased  by  30  percent.  In  October  1992,  lES  initiated  a 
Nonfiler  Strategy  with  the  basic  objective  of  bringing  nonfilers  into  the 
system  and  keeping  them  there.  During  the  planned  2  years  of  the  Strategy, 
fiscal  years  1993  and  1994,  irs  took  several  positive  steps  to  achieve  that 
objective.^  Those  actions  included  deployment  of  staff  from  the 
Ebcamination  function  to  work  on  nonfiler  cases,  an  increased  emphasis  on 
nonfiler  activities  by  other  nts  functions,  elimination  of  aged  cases  from 
inventory,  cooperative  working  arrangements  with  states  and  the  private 
sector,  and  implementation  of  a  refund  hold  program. 

IKS  considers  the  Nonfiler  Strategy  a  success  because,  as  a  result  of  the 
actions  noted  in  the  preceding  paragraph,  irs,  among  other  things, 
(1)  reduced  the  size  of  the  nonfiler  inventory,  (2)  eliminated  unproductive 
cases  that  allowed  nts  to  focus  its  enforcement  resources  more  effectively, 
(3)  eliminated  backlogs  in  the  automated  sfr  inventory,  and  (4)  increased 
the  number  of  returns  secured  fi?om  individual  nonfilers. 

While  we  acknowledge  all  of  those  accomplishments,  our  comparison  of 
the  results  irs  achieved  during  the  2  years  of  the  Strategy  (1993  and 
1994)  with  the  results  achieved  in  the  year  before  the  Strategy  (1992)  was 
inconclusive.  Some  of  the  data  showed  improved  results  compared  with 
1992,  but  other  data  showed  the  opposite.  The  results  of  the  Strategy  were 
also  inconclusive  when  compared  with  irs'  three  goals. 

IRS  achieved  its  goal  of  reducing  the  backlog  of  nonfiler  investigations,  but 
there  is  insufficient  information  with  which  to  judge  iRs'  success  in 
achieving  its  other  two  goals.  In  that  regard,  it  is  unclear  how  much,  if  at 
all,  voluntary  compliance  improved  as  a  result  of  the  Strategy.  For 
example,  ms  knows  the  extent  to  which  nonfilers  who  were  brought  into 
compliance  during  the  Strategy  became  noncompliant  again,  but  it  does 
not  know  how  that  rate  of  recidivism  compares  to  years  before  the 
Strategy.  likewise,  iRS  did  not  have  the  comprehensive  cost  data  needed  to 
assess  return  on  investment — a  key  component  of  ms'  third  goal.  Also 
affecting  an  assessment  of  ots'  results  was  the  absence  of  measurable 
goals  for  such  things  as  the  number  of  overdue  returns  nts  expected  to 


^Although  the  Suutegy  waa  for  only  2  yean,  IRS  decided  to  continue  emphasis  on  nonfiiera  as  part  of 
its  ongoing  business.  In  tlut  regard,  the  Cl\ier  Compliance  Officer  said,  in  an  August  22,  1994, 
memorandum  that  '[a]lthough  the  same  level  of  resources  will  not  be  devoted  to  the  program  in  the 
new  fiscal  year,  enforcement  activities,  outreach  and  assistance  efforts  should  continue  through  fiscal 
year  1996."  As  part  of  that  continuing  effort,  Examination  provided  staffing  in  fiscal  year  1996  to 
complete  work  on  over  200,000  cases  that  were  in  process  at  the  end  of  fiscal  year  1994. 
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secure  or  the  number  of  nonfilers  ms  expected  to  bring  into  compliance 
during  the  Strategy.  In  our  opinion,  these  various  factors  would  make  it 
difficult  for  IRS  management  to  adequately  assess  its  efforts  during  the 
Nonfiler  Strategy  and  make  informed  decisions  on  the  nature  and  extent  of 
any  future  efforts. 


IRS  Took  Several 
Positive  Steps  to 
Address  the  Nonfiler 
Problem 


The  objective  of  iRs'  Nonfiler  Strategy,  as  described  by  the  Commissioner 
of  Interna]  Revenue  in  October  1993  testimony  before  the  Subcommittee 
on  Oversight  of  the  House  Committee  on  Ways  and  Means,  was  to  bring 
nonfilers  into  the  system  and  keep  them  there.  The  Commissioner  cited 
three  goals  that  ms  established  to  help  achieve  that  objective:  (1)  use  a 
combination  of  outreach  and  enforcement  to  improve  taxpayer 
compliance  and  the  identification  of  nonfilers,  (2)  eUminate  the  backlog  in 
the  number  of  nonfiler  investigations  by  the  end  of  fiscal  year  1994  so  that 
IRS  can  work  individual  nonfiler  cases  promptly,  and  (3)  improve  tlie  way 
IRS  directs  its  enforcement  resources  in  working  nonfiler  cases  so  that  it 
can  employ  the  most  effective  techniques  on  different  types  of  cases  to 
achieve  the  highest  return  on  its  resource  investment 

A  m^or  feature  of  the  Nonfiler  Strategy  was  its  crossfunctional  approach 
to  a  problem  that  had  primarily  been  the  responsibility  of  one 
function — Collection.  This  approach  increased  the  involvement  of  other 
functions,  such  as  Examination,  Underreporter,^  Taxpayer  Service,  and 
Public  Affairs.  In  that  regard,  two  m^or  components  of  the  Nonfiler 
Strategy  involved  the  deployment  of  (1)  revenue  agents  and  tax  auditors 
from  the  Examination  function  to  work  nonfiler  cases  and  (2)  staff  fi-om 
iRs'  Underreporter  function  to  work  sfr  cases.  According  to  iRS,  the 
Examination  and  Underreporter  functions  redirected  a  total  of  about  4,000 
staff  years  and  550  staff  years,  respectively,  to  those  efforts  in  fiscal  years 
1993  and  1994. 

Another  mjyor  component  of  the  Nonfiler  Strategy  was  to  remove 
unproductive,  low-priority  cases  fi-om  the  nonfiler  inventory.  That 
inventory  is  the  universe  of  nonfilers  known  to  iRS  and  selected  for  some 
type  of  enforcement  action.  Within  that  universe  are  those  cases  that  ms 
has  selected  for  possible  detailed  investigation — known  as  Tax 
Delinquency  Investigations  (tdi).  According  to  iRS,  at  the  start  of  fiscal  year 
1993,  (1)  the  nonfiler  inventory  consisted  of  about  10.2  million  individuals 


'The  Underreporter  function  is  generally  responsible  Tor  investigating  cases  of  potential  income 
underreporting  identified  by  matclting  the  income  reported  on  tax  returns  with  wage  and  other  income 
information  reported  by  third  parties,  such  as  employers  and  banks. 
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and  businesses  that  had  not  filed  at  least  1  required  tax  return  and  (2)  the 
number  of  tdi  cases  stood  at  2.3  million. 

By  the  end  of  fiscal  year  1994,  ms  had  reduced  the  nonfiler  inventory  to 
about  6.8  million  cases,  mostly  by  purging  millions  of  cases  that  ms 
deemed  to  have  low  potential  because  of  their  age.  ms  plans  to  continue 
purging  aged  nonfiler  cases  annually,  ms  also  reduced  the  number  of  TDls 
to  1.8  million  cases  through  the  deployment  of  additional  resources  to  help 
with  cases  and  through  other  efforts  like  the  refund  hold  program, 
discussed  later. 

Perhaps  the  most  visible  component  of  the  Nonfiler  Strategy  and  another 
example  of  its  crossfunctional  nature  was  ms'  effort  to  encourage  and  help 
nonfilers  get  back  into  compliance  through  outreach  and  assistance  (as 
opposed  to  enforcement).  The  Taxpayer  Service  function  conducted 
educational  workshops  and  helped  taxpayers  meet  their  retvim  filing 
requirements  while  Public  Affairs  had  primary  responsibility  for  the 
communications  and  outreach  strategy.  That  strategy  generated  a 
considerable  amount  of  positive  publicity  for  irs.  As  part  of  the  outreach 
effort,  many  districts  held  "nonfiler  days"  during  which  ms  volunteers, 
sometimes  accompanied  by  volunteers  fi'om  professional  associations, 
such  as  the  American  Institute  of  Certified  Public  Accountants  and  the 
American  Bar  Association,  were  available  to  answer  questions  and  help 
taxpayers  prepare  returns. 

Many  ms  district  offices  also  entered  into  cooperative  working 
arrangements  with  state  tax  agencies.  As  a  result  of  those  joint  efforts,  ms 
obtained  tax  returns,  generated  publicity  and  educational  materials, 
identified  market  segments  to  be  targeted  for  outreach  efforts  and 
enforcement  actiot\s,  and  gained  access  to  state  databases  to  aid  in 
identifying  nonfilers.  For  example,  one  state  did  a  comparison  that 
identified  a  large  number  of  individuals  and  businesses  that  had  filed  state 
sales  tax  returns  but  not  federal  income  tax  returns. 

Also  as  part  of  the  Strategy,  in  January  1994  ms  began  putting  a  hold  on 
refunds  claimed  by  some  individuals  who  had  a  prior  year's  retiim  in  TDI 
status.  The  hold  applied  to  returns  involving  refund  claims  above  a  certain 
amount  filed  by  persons  who  were  not  in  bankruptcy  or  under  criminal 
investigation.  iRs  ii\structed  the  taxpayer  by  letter  to  file  the  delinquent 
retum(s)  or  explain  why  there  was  no  filing  requirement  iRS'  letter  also 
said  that  if  it  did  not  receive  either  the  delinquent  retum(s)  or  an 
Eicceptable  explanation,  ms  could  prepare  a  substitute  return  based  on 
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available  information,  ms  released  the  refund  in  cases  where  there  was  no 
filing  requirement  or  the  taxpayer  established  that  a  significant  hardship 
existed.  Otherwise,  the  refund  was  applied  to  the  balance  due  on  any 
delinquent  retum(s),  with  any  remaining  balance  sent  to  the  taxpayer. 

IRS  data  show  that  the  refund  hold  program  in  1994  resulted  in  the  receipt 
of  about  106,000  delinquent  returns  and  the  collection  of  about  $  16  miUion 
with  those  returns,  ms  expanded  the  program  in  1995  to  include  any 
situation  where  a  refund  return  for  more  than  a  certain  amount  was  filed 
for  tax  year  1994  and  a  prior  year's  return  was  more  than  1  year  overdue, 
even  if  the  overdue  return  was  not  in  tdi  status.  According  to  ms  data,  as  of 
May  1995  ms  had  secured  about  24,000  returns  and  collected  about 
$  1.8  million  in  revenue  with  those  returns. 


Was  the  Nonfiler 
Strategy  a  Success? 


According  to  ms,  the  Nonfiler  Strategy  was  generally  a  success.  In  reaching 
that  conclusion,  it  pointed  to  several  aspects  of  the  Strategy,  some  of 
which  were  discussed  in  the  preceding  section.  Among  other  things,  ms 
cited  (1)  a  decrease  in  the  nonfiler  inventory,  (2)  creation  of  the  refund 
hold  program,  (3)  elimination  of  unproductive  cases  that  allowed  ms  to 
focus  its  enforcement  resources  more  effectively,  (4)  elimination  of 
backlogs  in  the  automated  sfr  inventory,  (5)  increases  in  the  number  of 
returns  secured  from  and  dollars  assessed  against  individual  nonfilers 
during  the  2  years  of  the  Strategy  (fiscal  years  1993  and  1994)  compared 
with  the  year  before  the  Strategy  (fiscal  year  1992),  and  (6)  a  closer 
working  relationship  between  ms  and  outside  stakeholders  and 
professional  associations. 

We  assessed  the  results  of  the  Strategy  by  looking  at  the  key  performance 
indicators  tracked  by  ms  during  the  Strategy.  We  concentrated  on 
indicators  that  were  identified  by  the  Commissioner  in  her  October  1993 
testimony— total  number  of  nonfiler  returns  secured,  number  of  returns 
filed  by  unknown  nonfilers,'  and  the  dollar  amount  assessed  and  collected 
as  a  result  of  these  filings.  For  those  indicators,  we  compared  data  for 
1993  and  1994  with  comparable  data  for  the  year  preceding  the 
Strategy — 1992  (we  could  not  go  back  before  1992  because,  according  to 
IRS,  comparable  data  were  not  available).  Also,  because  the  basic  objective 
of  the  Strategy  was  not  only  to  bring  nonfilers  into  the  system  but  also 
keep  them  there,  we  looked  at  data  on  recidivism — ^the  extent  to  which 
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nonfilers  who  were  brought  into  compliance  during  the  Strategy  became 
nonfilers  again. 

While  informative,  the  above  analyses  were  insufficient  for  us  to 
determine  whether  the  Nor\filer  Strategy  was  a  success.  We  were  unable  to 
assess  success  because  irs  (1)  did  not  have  specific  goals  for  any  of  the 
measures  discussed  in  the  preceding  paragr^h,  such  as  the  number  of 
returns  it  expected  to  secure  or  an  acceptable  rate  of  recidivism;  Jind 
(2)  did  not  compile  data  on  the  overall  cost  of  the  Strategy. 


Number  of  Returns 
Secured  FYom  Nonfilers 


irs'  Strategy  emphasized  bringing  individual  nonfilers  into  compliance,  and 
the  number  of  returns  secured  from  individual  nonfilers  increased  steadily 
during  the  2-year  period  over  the  number  secured  in  fiscal  year  1992. 
However,  ms  also  tracked  the  results  of  its  Strategy  on  business  nor\filers, 
and  the  number  of  returns  secured  fi-om  business  nonfilers  decreased  (see 
table  2.1). 


Table  2.1:  Number  of  Returns  Secured 
From  Nonfilers  During  the  Nonfller 
Strategy  (Rscal  Years  1993  and 
1994)  and  In  the  Year  Preceding  the 
Strategy  (Fiscal  Year  1992) 


Rscal  year* 

Number  of 

Individual 

returns 

Number  of 

business 

returns 

Total  returns 

I4et  change 
from  fiscal 
year  1992 

1992 

2.221 .751 

1.446.527 

3.668,278 

1993 

2,305,167 

1.290.225 

3.595,392 

-  72.886 

1994 

2.360,760 

1.196.615 

3,557.375 

-  1 10,903 

Nole.  According  to  an  IRS  National  Office  spokesperson  fof  thie  nonfiler  program,  comparable 
data  for  years  tsefore  1992  were  rot  available. 

*T>ie  data  m  this  table  are  lor  tfie  first  1 1  montfis  of  eacfi  fiscal  year  IRS  was  unable  to  provide 
complele  fiscal  year  data 


IRS  had  intended  that  the  redeployment  of  Examination  staff  to  work 
noitfiler  cases  would  free  Collection  staff  in  district  offices  to  concentrate 
on  collecting  delinquent  taxes  and  working  business  noi\filer  cases. 
However,  irs'  statistics  show  declining  restdts  in  both  of  those  areas. 

The  number  of  returns  secured  from  business  nonfilers  declined,  as  noted 
earlier,  irs  said  that  this  decline  could  be  attributable  to  an  increase  in 
timely  filings.  Another  contributing  factor  could  be  the  fact  that  according 
to  IRS  data,  the  percent  of  time  that  Collection  staff  in  district  offices  spent 
on  nonfiler  work  dropped  from  6.3  percent  in  fiscal  year  1992  to  4.9 
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percent  in  fiscal  year  1993  and  4.2  percent  in  fiscal  year  1994.  Whatever  the 
reason  for  the  decrease  in  returns  secured  fi-om  business  nonfllers,  the 
fact  remains  that  during  the  Nonfller  Strategy  and  despite  the  use  of 
thousands  of  Examination  staff  to  help  work  cases,  the  number  of  returns 
secured  from  nonfilers  in  total  was  less  than  the  number  secured  the  year 
before  the  Strategy  was  implemented.  In  addition,  district  office 
collections  of  delinquent  taxes  decreased  almost  9  percent — from  about 
$7.9  billion  in  fiscal  year  1992  to  about  $7.2  billion  in  fiscal  year  1994.  In 
constant  1994  dollars,  the  decline  in  collections  was  about  13 
percent — from  about  $8.2  billion  in  fiscal  year  1992  to  about  $7.2  billion  in 
fiscal  year  1994. 

Table  2.2  shows  how  many  of  the  retuiiis  secured  during  the  Nonfller 
Strategy  came  from  unknown  nonfilers.  Compared  with  1992,  the  average 
number  of  returns  secured  from  unknown  business  nonfllers  increased 
6.5  percent  during  the  Strategy  while  the  average  number  of  returns 
secured  from  unknown  individual  nonfilers  decreased  slightly. 


Table  2.2:  Number  of  Returns  Secured 
From  Unknown  Nonfilers  In  Fiscal 
Years  1992, 1993,  and  1994 


Fiscal  year 
1992 

Nonfller  Strategy 

^^^ 

Type  of  return 

Fiscal  year 
1993 

Fiscal  year 
1994 

Average 

Individual 

132.331 

140.760 

121,941 

131,351 

Business 

131,808 

145,646 

135.080 

140,363 

Total 

264,139 

286,406 

257,021 

271,714 

Note:  According  to  an  IRS  Nalional  Office  spokesperson  for  the  nonfitef  program,  comparable 
data  for  years  before  1992  were  not  available 

Source:  IRS'  Nonfiler  Strategy  Analysis — Rscat  Years  1993  and  1994, 


Net  Tax  Assessments  and 
DoUars  Collected  With 
Returns 


IRS  officials  responsible  for  the  Nonfiler  Strategy  said  that  iRS'  objective 
was  to  bring  nonfllers  into  compliance  rather  than  to  generate  revenue. 
Accordingly,  collection  of  additional  revenues  was  not  a  speciflc  goal  of 
the  Strategy.  Nevertheless,  ffis'  key  performance  indicators  for  the  Nonfller 
Strategy  included  (1)  dollars  assessed  and  (2)  dollars  collected  at  the  time 
the  return  was  secured. 


GA0A:GD-9«-72  IRS'  Nonfller  Stniteg}' 


661 


Chapter  2 

•  of  IKS'  NonOlcr  Strategy 


As  shown  in  table  2.3,  if  constant  1994  dollars  are  used,  (1)  net 
assessments^  decreased  from  fiscal  year  1992  to  fiscal  year  1993  and  then 
increased  in  fiscal  year  1994;  and  (2)  fewer  dollars  were  collected  with  the 
return,  in  absolute  numbers  and  as  a  percent  of  net  assessments,  in  1993 
and  1994  than  in  1992.  The  "dollars  collected  with  return"  indicator  does 
not  reflect  the  total  amount  eventually  collected  from  the  nonfilers;  only 
the  amount  collected  at  the  time  the  return  was  secured.  Additional 
amounts  may  have  been  collected  later  through  installment  agreements, 
but  IRS  did  not  track  that  information. 


'IRS  defines  net  dollars  assessed  as  gross  doUai^  assessed  less  any  prepaid  credits  (e.g-,  withheld 
taxes)  plus  any  doUaiB  refunded  or  offset  For  example,  in  one  of  our  sample  nonfiier  cases,  the  net 
assessment  was  $0,  based  on  a  $133  gross  assessment,  less  a  $386  withholding  credit,  plus  a  $262 
refund 
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Table  2.3:  Net  Dollars  Assessed  on 
and  Dollars  Collected  With  Nonfller 
Returns  Secured  in  Fiscal  Years  1992, 
1993,  and  1994* 


Constant  1994  dollars  in  billions 

Nonfiler  returns 

Fiscal  year 
1992 

Fiscal  year 
1993 

Fiscal  year 
1994 

Net  dollars  assessed  on  individual 
returns 

$7.1 

$7.0 

$7.1 

Net  dollars  assessed  on  business 
returns 

3.8 

3.7 

4.2 

Total  net  dollars  assessed 

10.9 

10.7 

11.3 

Dollars  collected  witti  individual 
returns" 

$0.45 

$0.39 

$0.35 

Dollars  collected  with  business 
returns" 

0.41 

0.41 

0.36 

Total  dollars  collected" 

0.86 

0.80 

0.71 

Percent  ot  net  assessment 
collected  with  return  (individual)*^ 

6.3% 

5.6% 

5.0% 

Percent  ot  net  assessment 
collected  with  return  (business)' 

10.9% 

10.8% 

8.5% 

Percent  of  net  assessment 
collected  with  return  (combined)' 

7.9% 

7.4% 

6.3% 

Note:  According  to  an  IRS  National  Otlice  spokesperson  for  the  nonfiler  program,  comparable 
data  for  years  before  1992  were  not  available 

*The  data  in  this  table  are  for  the  first  1 1  months  of  each  fiscal  year  IRS  was  unable  to  provide 
complete  fiscal  year  data 

^IRS  may  collect  addilionai  dollars  through  subsequent  payments,  such  as  through  mstallmeni 
agreements,  but  il  does  not  Uack  that  information 

^Calculations  were  done  using  unrounded  figures. 

Source:  Commissioner's  Nonfiler  Report,  NationaJ  Executive  Summary.  OctotDer  6,  1994,  and 
October  25,  1995,  and  our  calculations  of  constant  dollars. 


Repeat  Nonfilers 


In  an  internal  briefing  document  prepared  for  the  Comniissioner  in 
advance  of  her  October  1993  testimony  before  the  Oversight 
Subcommittee  of  the  House  Committee  on  Ways  and  Means,  ras  stated  that 
the  Nonfiler  Strategy  would  be  a  success  "if  the  taxpayers  who  return  to 
the  system  remain  in  compliance  and  we  are  able  to  fully  pursue 
compliance  from  those  who  don't." 


IRS  has  since  found,  and  our  sample  cases  corroborated,  that  many  of  tlie 
people  brought  into  compliance  during  the  Strategy  had  apparently 
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become  nonfilers  again,  irs  matched  computer  files  to  determine  whether 
nonfilers  brought  into  the  system  in  fiscal  year  1993  filed  tax  year  1993 
returns  in  1994.  According  to  iRS,  its  match  showed  that  38  percent  had  not 
filed  by  August  1995 — 16  months  after  tax  year  1993  returns  were  due.  ms 
had  no  data  to  show  how  this  rate  of  recidivism  compared  with  other 
years  and  no  specific  rate-of-recidivism  goal  for  the  NonfiJer  Strategy. 
Thus,  we  had  no  basis  for  determining  whether  a  rate  of  38  percent  was 
acceptable. 

Our  review  of  a  sample  of  cases  closed  by  Ebcamination  also  showed  a 
large  rate  of  recidivism.  Of  the  60  individuals  involved  in  the  sample  cases 
closed  in  1993,  29  (48  percent)  did  not  file  in  1994.  Of  those  29,  19  also  had 
not  filed  in  1995  (as  of  May  1995),  and  10  had  extensions  to  file  that  had 
not  yet  expired.'  Similarly,  of  the  60  individuals  involved  in  the  sample 
cases  closed  in  1994, 31  (52  percent)  had  not  filed  in  1995  (as  of  May  1995); 
another  12  had  extensions  to  file  that  had  not  expired. 


Nonmeasurable  Goals  and 
Lack  of  Cost  Data 
Hampered  Assessment  of 
the  Nonfiler  Strategy 


IRS  did  not  have  measurable  goals  for  most  aspects  of  the  Nonfiler  Strategy 
nor  comprehensive  cost  data  against  which  to  compare  its  results. 
Measurable  program  goals  and  reliable  data  on  costs  are  important  if 
management  is  to  effectively  assess  its  efforts  and  make  informed 
decisions  about  future  efforts. 


Although  irs'  basic  objective  in  implementing  the  Strategy  was  to  bring 
nonfilers  into  the  system  and  keep  them  there,  it  had  no  goals  for  such 
things  as  the  number  of  nonfilers  it  expected  to  bring  into  compliance  or 
the  percentage  of  nonfilers  it  expected  to  remain  compliant  in  future 
years.  The  only  measurable  goal  associated  with  the  Nonfiler  Strategy  was 
one  that  called  for  reducing  the  number  of  tdi  cases  to  1.5  million  cases  by 
the  end  of  fiscal  year  1994. 

The  absence  of  specific  goals  makes  it  difficult  for  irs  officials  re^onsible 
for  carrying  out  the  Strategy  to  know  exactly  what  was  expected  of  them 
and  to  measure  the  Strategy's  success.  Some  Examination  personnel  in  the 
four  district  offices  we  visited  said  that  their  objective  was  to  redirect  a 
certain  amount  of  staff  years  to  the  effort  and  that  they  believed  the 
Strategy  was  successful  because  they  did  so.  However,  an  input  measure, 
such  as  staff  years,  is  less  likely  to  produce  a  desired  outcome  than  an 
output  or  outcome  measure,  such  as  the  number  of  nonfilers  brought  into 
compliance. 

*rhe  typical  extension  to  file  gives  the  peraon  an  additional  4  nwnths — until  August  16 — to  file 
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IRS  did  not  track  the  overall  cost  of  the  Nonfiler  Strategy.  Some 
cost-related  data,  such  as  the  number  of  Examination  and  Collection  staff 
years  spent  on  the  Nonfiler  Strategy,  were  available,  but  (1)  data  on  other 
costs,  such  as  those  incurred  by  other  ms  functions  like  Taxpayer  Service 
and  Public  Affairs,  were  not  available;  and  (2)  those  data  that  were 
available  were  not  compiled  in  a  way  that  would  provide  management 
with  informcition  on  the  Strategy's  overall  cost. 

IRS  officials  explained  that  return  on  investment  was  not  really  an 
important  consideration  with  respect  to  the  Nonfiler  Strategy  and  that  iRS 
never  intended  to  measure  the  success  of  the  Strategy  by  cost  As  noted 
eariier,  however,  one  of  the  goals  of  the  Strategy  as  described  by  the 
Commissioner  in  her  October  1993  testimony  was  to  "improve  the  way  we 
direct  our  enforcement  resources  in  working  nonfiler  cases  . . .  to  achieve 
the  highest  return  on  our  resource  investment  [underscoring  added]." 
Comprehensive  cost  data  are  also  important  if  management  is  to  make 
informed  decisions  on  the  nature  and  extent  of  future  nonfiler  efforts. 


Conclusions 


IRS  initiated  its  Nonfiler  Strategy  to  counteract  a  growing  noi\filer  problem, 
and  it  took  many  positive  steps  to  deal  with  that  problem.  Its  outreach 
effort  was  commendable  as  was  its  recognition  that  this  was  an  agency 
problem  that  required  crossfunctional  attention.  Although  ms  considers 
the  Strategy  a  success,  we  were  not  able  to  reach  that  same  conclusion  on 
the  basis  of  a  review  of  available  irs  data  Also,  Es'  assessment  of  the 
Strategy  was  limited  by  the  absence  of  measurable  goals  and 
comprehensive  cost  data  against  which  to  compare  results. 


Reconunendations  to 
the  Commissioner  of 
Internal  Revenue 

Agency  Comments 
and  Our  Evaluation 


To  better  assess  the  results  of  future  nonfiler  efforts,  if  any,  and  provide  a 
better  foundation  for  deciding  about  subsequent  efforts,  we  recommend 
that  the  Commissioner  of  Internal  Revenue  (1)  establish  measurable  goals 
and  (2)  develop  comprehensive  data  on  program  costs. 

We  requested  comments  on  a  draft  of  this  report  fi-om  the  Commissioner 
of  Internal  Revenue  or  her  designee.  On  December  4, 1995,  we  met  with 
several  irs  officials,  including  the  National  Director,  Service  Center 
Compliance;  the  National  Director,  Compliance  Specialization;  the  Acting 
Director  of  the  Office  of  Return  Delinquency;  and  the  Acting  Director  for 
Special  Compliance  Programs.  They  provided  us  with  oral  comments, 
which  the  National  Director,  Service  Center  Compliance,  reiterated  and 
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expanded  on  in  memoranda  dated  December  11, 1995,  and  February  12, 
1996. 

IRS  officials  took  strong  exception  to  the  "extremely  negative  tone"  of  our 
draft  report  They  said  that  the  draft  focused  almost  exclusively  on 
criticisms  of  the  Strategy  without  fully  acknowledging  its 
accomplishments  and  that,  as  a  result,  an  uninformed  reader  would  likely 
judge  the  Strategy  to  have  been  a  failure  when,  in  ms'  view,  it  was 
generally  a  success.  In  response  to  those  comments,  we  revised  chapter  2 
of  the  report  to  give  more  prominence  to  the  positive  aspects  of  the 
Strategy  and  to  recognize  ms'  position  on  the  Strategy's  success.  We 
reiterate,  however,  that  although  ks  is  confident  that  the  Strategy  was  a 
success,  we  could  not  reach  the  same  conclusion  given  the  statistical  data 
available  and  the  absence  of  other  data 

IRS  acknowledged  that  it  had  only  one  goal  for  which  a  specific  target  was 
set,  the  TDl  goal,  but  pointed  out  that  it  did  have  several  key  performance 
indicators  (such  as  the  nuniber  of  returns  secured  and  the  net  dollars 
assessed)  that  were  designed  to  show  positive  or  negative  trends  in 
results.  We  agree  that  it  is  usefxil  to  track  trends,  but  such  an  exercise  is 
more  meaningful  if  there  are  goals  agair\st  which  to  compare  those  trends. 
For  example,  speaking  hypothetically,  a  5-percent  increase  in  the  number 
of  returns  secured  might  look  good  on  its  face  but  would  not  look  as  good 
if  the  goal  were  a  25-percent  increase,  ms  said  that  ejqperience  and 
statistical  information  obtained  during  the  2  years  of  the  Strategy  will 
permit  better  planning  and  goal-setting  for  any  future  endeavor. 

As  for  cost  data — irs  said  that  it  never  intended  to  measure  the  success  of 
the  Strategy  by  cost  and  that  it  is  debatable  whether  all  of  the  goals  of  the 
Strategy  are  amenable  to  accurate  cost/benefit  analysis.  We  are  not 
suggesting  that  cost  should  be  the  sole  measure  of  success,  but  we  think  it 
should  be  part  of  any  overall  assessment 

Our  draft  report  also  included  a  recommendation  that  ms  reconcile 
conflicting  data  on  the  results  of  the  Strategy.  However,  as  discussed  in 
chapter  1,  iRS  subsequently  told  us  that  it  had  revised  some  data  in  the 
Commissioner's  Nonfiler  Report  Because  those  revisions  resolved  the 
data  inconsistencies  referenced  in  our  draft,  we  dropped  that  proposed 
recommendation. 
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Our  review  of  the  Nonfiler  Strategy  identified  several  areas  where  we 
think  opportunities  exist  for  ms  to  enhance  fiiture  efforts  directed  at 
nonfilers.  Those  areas  include  (1)  the  length  of  time  that  expires  from  the 
time  a  return  becomes  delinquent  until  ms  first  attempts  to  make 
telephone  contact  with  the  nonfiler,  (2)  the  use  of  higher  graded  staff  to 
work  cases  or  do  tasks  that  might  be  effectively  done  by  lower  graded 
staff,  and  (3)  the  absence  of  special  procedures  for  dealing  with 
recidivists — nonfilers  who  are  brought  into  compliance  and  then  become 
noi\filers  again. 

IRS  has  taken  some  action  in  two  of  these  areas.  It  shortened  the  time  that 
elapses  before  a  first  notice  is  sent  to  persons  who  have  been  identified  as 
potential  nonfilers.  However,  IBS'  procedures  still  call  for  sending  several 
notices  to  a  potential  nonfiler  before  ms  attempts  to  make  telephone 
contact.  IRS  also  developed  special  procedures  for  dealing  with  recidivists. 
Those  procedures  call  for,  among  other  things,  eliminating  some  notices 
but  say  nothing  about  revising  the  language  of  the  remaining  notices. 


IRS  Takes  a  Long 
Time  to  Make 
Telephone  Contact 
With  Nonfilers 


IRS  officials  have  stated  that  the  faster  they  can  act  to  obtain  nonfiled 
returns  and  related  taxes,  the  more  likely  that  the  action  will  be 
successful.  However,  as  described  in  ch^ter  1,  ms'  process  for  identifying 
and  investigating  nonfilers  is  a  lengthy  one. 

To  identify  nonfilers,  iRS  computer-matches  data  on  information  returns 
with  data  on  income  tax  returns.  In  the  past,  this  match  was  usually  not 
done  until  December — after  iRS  had  finished  processing  Information 
returns  and  those  income  tax  returns  that  were  filed  late  because  of 
extensions.  iRs  staff  must  then  review  the  results  of  the  match  to 
determine  what  action  to  take.  Only  after  that  review  is  the  nonfiler  sent  a 
notice. 

For  example,  individuals  who  did  not  file  tax  returns  in  1993  would  not 
have  received  a  notice  until  a  year  later — April  1994.  Subsequent  notices 
would  have  been  issued  about  6  to  8  weeks  later,  with  the  la.st  notice  going 
out  in  late  August  1994.  If  the  case  was  stiU  unresolved  and  met  the  criteria 
for  referral  to  acs,  it  would  not  have  gone  to  an  ACS  site  for  telephone 
contact  until  October  1994 — 1-1/2  years  after  the  return  was  due.  Those 
cases  unresolved  by  acs  and  meeting  certain  criteria  would  then  be 
assigned  to  a  revenue  officer  who  might  attempt  to  visit  the  taxpayer.  The 
whole  process  may  take  years,  and,  as  noted  earlier,  iRS  ends  up  droppmg 
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millions  of  nonfilers  from  its  inventory — more  than  6  million  in 
1994 — whose  returns  have  been  in  inventory  for  several  years. 

IRS  has  a  project  directed  at  reducing  the  time  it  takes  to  match  data  on 
information  returns  with  data  on  income  tax  returns  and  thus  shortening 
the  time  before  the  first  notice  is  issued  by  several  months.  As  a  result  of 
that  project,  according  to  an  iRS  National  Office  official  re^onsible  for 
managing  the  Nonfiler  Strategy,  ids  plans  to  move  up  first  contact  with 
certain  nonfilers  to  the  November  after  the  tax  return  is  due.  More 
significant  changes,  according  to  RS,  depend  on  successful 
implementation  of  irs'  multibillion-doUar  systems  modenuzation  effort, 
known  as  Tax  Systems  Modernization. 

Besides  shortening  the  time  before  issuance  of  the  first  notice,  as  it  is  now 
domg,  IRS  could  further  enhance  the  resolution  of  nonfiler  cases  by  making 
more  timely  telephone  contact  with  the  nonfiler  afl«r  issuance  of  the  first 
notice.  We  took  a  similar  position  in  a  May  1993  report  on  ffis'  methods  for 
collecting  delinquent  taxes.'  In  that  report,  we  said  the  following: 

"According  to  private  and  state  collectors,  early  telephone  contact  is  cost.«£fective  and 
allows  the  collector  to  determine  why  payment  has  not  been  made,  establish  future 
payment  schedules,  and  update  iixformalion  on  the  debtor's  status.  Collectors  can  also 
discuss  with  the  debtor  possible  adverse  actions  that  could  be  taken  if  payment  is  not 
received." 

In  the  same  report,  we  recommended,  among  other  things,  that  irs 
restructtire  its  collection  organization  to  support  earlier  telephone  contact 
with  delinquent  taxpayers.  Although  that  quote  and  recommendation 
relate  to  the  collection  of  delinquent  taxes,  they  would  seem  equally 
appropriate  to  the  collection  of  delinquent  rettims  (and  any  delinquent 
taxes  associated  with  those  returns). 

In  January  1995,  ms  implemented  an  Early  Intervention  Project 
nationwide.  Although  the  project  focuses  on  the  collection  of  delinquent 
taxes  from  persons  and  businesses  that  have  filed  returns,  its  goal 
(shortening  the  notice  process  and  contacting  the  taxpayer  by  telephone 
sooner)  is  also  relevant  to  delinquent  returns.  We  were  told  that  the 
project  was  not  eictended  to  nonfilers  because  sufficient  staff  would  not 
have  been  available  to  handle  the  resulting  workload. 


Tax  Admlnlstratloa  New  Delinquent  Tax  CoIlecUon  Methods  far  mS  (GA(VGGIX»67,  May  II,  1993). 
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In  a  sinular  vein,  an  irs  business  process  reengineering  team  reviewed  the 
collection  process  and  niade  several  recommendations,  some  of  which 
were  directed  at  reducing  the  time  taken  to  resolve  nonfiler  cases  by 
eliminating  some  notices  and  moving  certain  cases  more  quickly  to  a  call 
site  for  attempted  telephone  contact  with  the  taxpayer.  As  of  July  1995, 
those  recommendations  were  under  consideration  by  iKS  management 


Some  Nonfiler  Case 
Work  Could  Be  Done 
by  Lower  Graded  Staff 


Nonfiler  cases  that  cannot  be  resolved  by  acs  and  that  meet  certain  criteria 
are  referred  for  investigation  by  field  personnel — revenue  officers  in  ws' 
Collection  function  and,  during  the  Nonfiler  Strategy,  revenue  agents  and 
tax  auditors  in  ots'  Ebcamination  function.  In  1993  and  1994,  tss' 
E^xamination  fimction  had  about  18,000  revenue  agents  and  tax  auditors. 
Over  that  2-year  period,  Examination  redirected  about  4,000  staff  years  to 
work  nonfiler  cases. 


Of  the  140  cases  we  reviewed  that  had  been  closed  by  Ebcamination  in  4  ms 
district  offices,  92  (66  percent)  were  worked  by  GS-1 1  revenue  agents.  Of 
the  remaining  cases,  40  (29  percent)  were  worked  by  staff  (generally  tax 
auditors)  below  grade  GS-1 1,  4  (3  percent)  were  worked  by  revenue  agents 
above  GS-1 1,  and  4  (3  percent)  were  worked  by  staff  whose  grades  could 
not  be  determined.'"  Those  data  are  not  projectable.  However,  national 
data  from  Examination's  management  information  system  showing  the 
hours  charged  to  nonfiler  cases  closed  in  fiscal  years  1993  and  1994  also 
showed  that  GS-1 1  revenue  agents  accounted  for  most  of  the  time  ^ent  by 
Elxamination  on  nonfiler  work.  Specifically,  of  the  approximately 
3.6  million  hours  charged  by  revenue  agents  and  tax  auditors  on  those 
cases,  about  2.4  million  hours  (66  percent)  were  charged  by  GS-U  revenue 
agents.  Another  491,000  hours  (14  percent)  were  charged  by  revenue 
agents  above  GS-1 1,  and  165,000  hours  (4  percent)  were  charged  by  agents 
in  grades  5  through  9.  The  remaining  hours  were  charged  by  tax  auditors. 
Generally,  higher  graded  revenue  agents  audit  more  complex  tax  returns. 
For  example,  when  not  working  nonfiler  cases,  GS-1 1  and  above  revenue 
agents  generally  audit  complex  returns  filed  by  individuals  and  returns 
filed  by  corporations. 

Although  it  helped  ms  to  reduce  its  nonfiler  inventory  and  secure 
delinquent  returns,  the  use  of  GS-1 1  and  above  Ebcamination  staff  on 
nonfiler  cases  might  have  also  contributed  to  an  increase  in  as'  audit  rate 
for  individual  returns  and  a  decline  in  the  audit  rate  for  nonindividual 
returns.  For  example,  the  audit  rate  for  individual  returns  went  fix)m 
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0.92  percent  in  fiscal  year  1993  to  1.08  percent  in  fiscal  year  1994,  an 
increase  that  iRS  has  attributed  to  the  Nonfiler  Strategy."  At  the  same  time, 
however,  the  audit  rate  for  corporate  returns  decreased  from  3.05  percent 
to  2.31  percent  Although  other  factors  may  have  contributed  to  that 
decrease,  several  of  the  revenue  agents  and  Examination  officials  we 
interviewed  in  four  district  offices  told  us  that  if  the  GS-1 1  and  above 
agents  had  not  been  doing  nonfiler  work,  they  would  have  been  doing 
corporate  audits.  Examination  officials  in  one  district,  for  example,  told  us 
that  because  of  the  nonfiler  work,  the  number  of  corporate  audits  done  in 
that  district  decreased  by  about  10  percent 

Although  Examination  officials,  revenue  agents,  and  tax  auditors  we 
interviewed  in  the  four  district  offices  we  visited  had  several  positive 
things  to  say  about  the  Nonfiler  Strategy  and  Examination's  role  therein,  a 
common  theme  expressed  by  many  of  them  was  that  much  of  the  nonfiler 
case  work  done  by  revenue  agents  and  tax  auditors  could  have  been  done 
by  lower  graded  staff.  In  one  district  office,  for  example,  that  view  was 
expressed  by  the  Chief  and  Assistant  Chief  of  Examination  as  well  as  the 
two  Branch  Chiefs,  one  Group  Manager,  three  revenue  agents,  and  three 
tax  auditors  we  interviewed.  Our  review  of  case  files  in  the  four  districts 
led  to  a  similar  conclusion — that  the  nonfiler  case  work  in  those  districts 
involved  tasks  that  could  be  done  by  lower  graded  staff. 

Our  case  file  reviews  indicated  that  with  some  exceptions,  the  work  done 
on  those  cases  was  not  so  complex  that  it  required  the  expertise  of  higher 
graded  staff  That  perception  was  confirmed  by  several  of  the  agents  and 
auditors  we  spoke  with  in  the  four  district  offices  who  said  that  nonfiler 
cases  were  easier  to  work  than  audit  cases  and  were  not  technically 
challenging.  One  reason  why  revenue  agents  and  tax  auditors  might  not 
have  found  nonfiler  work  technically  challenging  is  that  audits  of  returns 
secured  from  nonfilers  during  the  Nonfiler  Strategy  were  different  fi-om 
normal  audits.  As  explained  in  an  August  1992  document  on  the  Nonfiler 
Strategy  signed  by  the  then  Acting  Commissioner,  the  nonfiler  audit 
process  was  streamUned  so  that  cases  could  be  worked  in  a  miiumal 
amount  of  time.  As  noted  in  the  document,  audits  of  nonfiler  returns  were 
to  be  limited  in  scope,  with  the  rule  of  thumb  being  "if  the  return  makes 
sense,  accept  it." 

One  presumed  advantage  of  using  revenue  agents  on  nonfiler  cases  is  that 
they  are  accustomed  to  making  field  visits  to  contact  taxpayers.  However, 


'  'Although  the  letums  secured  from  nonfUen  by  Exandiutlon  were  often  given  only  a  cureoiy  review 
t  agent  or  tax  auditor,  IRS  considered  them  audits  for  statistical  puiposes. 
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in  only  16  percent  of  the  cases  we  reviewed  was  there  any  evidence  of  a 
field  visit,  and  an  as  analysis  of  1,000  cases  completed  by  Ebcaminadon  in 
one  district  office  showed  that  a  field  visit  was  made  in  only  23  cases 
(2.3  percent). 

It  is  not  our  intent  to  second-guess  iRS'  staffing  decisions  for  the  Nonfiler 
Strategy.  We  do  not  know  what  options  were  available  to  as  when  it 
implemented  the  Strategy  and,  even  if  we  did,  second-guessing  would 
serve  no  useful  purpose.  Our  intent,  rather,  is  to  suggest,  on  the  basis  of 
our  case  reviews  and  our  interviews  of  persons  involved  in  doing  those 
cases,  that  different  staffing  patterns  might  be  appropriate  for  future 
nonfiler  efforts,  if  any.  Those  patterns  might  involve  (1)  using  lower 
graded  revenue  agents  instead  of  GS-lls,  (2)  using  more  tax  auditors  or 
service  center  tax  examiners  instead  of  revenue  agents,  and/or  (3)  making 
greater  use  of  paraprofessionals  or  administrative  staff. 

The  kinds  of  tasks  that  could  be  done  by  paraprofessionals  or 
administrative  staff,  in  our  opinion,  include  such  things  as  locating 
nonfilers,  contacting  them  by  telephone  or  letter,  scheduling  and 
rescheduling  appointments,  and  preparing  sfrs.  In  many  of  the  cases  we 
reviewed,  for  example,  it  was  our  perception  that  Ebcamination's  success 
in  securing  delinquent  returns  was  due,  in  large  part,  to  the  agents'  and 
auditors'  persistence  in  contacting  nonfilers  by  telephone  and  in  following 
up  with  nonfilers  when  they  missed  an  appointment  or  when  returns  or 
information  they  had  promised  to  mail  were  nst  received.  Because  it  did 
not  appear  that  the  person  making  the  phone  calls  needed  any  special 
auditing  skills,  it  seemed  that  irs  could  achieve  the  same  result  by  using 
paraprofessionals  or  other  lower  graded  staff,  leaving  higher  graded  staff 
more  time  to  audit 

One  of  the  district  offices  we  visited  had  some  experience  using 
paraprofessionals.  The  Detroit  District  Office,  in  June  1994,  trained  16 
Accounting  Aides,  primarily  grade  5,  to  help  prepare  reports  and  case  files 
for  nonfiler  cases.  The  Detroit  office  reported  such  advantages  as 
enhanced  productivity,  reduced  nonfiler  workload,  and  more  time  for 
revenue  agents  and  tax  auditors  to  do  other  duties.  The  average  annual 
base  salary  of  a  GS-6  in  1996  (figured  at  step  6,  the  middle  of  the  pay  scale) 
was  $21,827,  compared  with  $33,070  for  a  GS-9  and  $40,010  for  a  GS-U. 

Although  our  work  focused  on  the  use  of  Elxamination  staff  during  the 
Nonfiler  Strategy,  it  seems  logical  that  our  observations  may  also  be 
pertinent  to  the  use  of  Collection  staff.  Revenue  officers  range  in  grade 
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between  GS-6  and  GS-12,  any  of  whom,  according  to  Collection  ofBdals, 
might  be  asked  to  peifonn  nonfiler  investigations. 


IRS  Recently 
Developed  Special 
Procedures  to  Deal 
With  Nonfiler 
Recidivism 


IRS  has  three  broad  business  objectives,  the  first  of  which  is  to  increase 
voluntary  compliance.'^  With  that  in  mind,  a  key  indicator  of  the  success 
of  iRS'  nonfiler  efforts,  in  our  opinion,  is  the  extent  to  which  nonfilers 
brought  into  compliance  remain  compliant  As  noted  in  chapter  2,  our 
analysis  and  a  broader  analysis  done  by  IRS  showed  that  many  of  the 
nonfilers  brought  into  compliance  in  1993  did  not  file  returns  in  1994.  ms 
spent  resources  getting  these  nonfilers  to  comply  only  to  have  many  stop 
filing  1  year  later.  When  they  are  identified  as  nonfilers  again,  irs  must 
spend  additional  resources  and  begin  the  enforcement  cycle  again. 

IRS  developed  a  strategy  for  dealing  with  these  repeat  nonfilers,  whom  we 
refer  to  as  recidivists,  that  was  ^proved  by  the  Deputy  Commissioner  in 
July  1995.  The  strategy  calls  for  such  things  as  expediting  cases  against 
certain  nonfilers  by  eliminating  some  notices,  developing  a  separate 
scoring  system  for  recidivists,  and  referring  some  cases  for  possible 
criminal  investigation.  iRS  officials  told  us  in  November  1995  that  those 
procedures  were  being  reconsidered  since  the  extent  of  recidivism 
(38  percent)  was  less  than  what  they  thought  at  the  time  the  procedures 
were  prepared.  At  that  time,  iRS'  initial  analysis  of  recidivism  had  indicated 
a  rate  of  more  than  60  percent 

While  the  proposed  strategy  for  dealing  with  recidivists  calls  for 
eliminating  some  notices,  there  is  no  mention  of  any  intent  to  revise  the 
language  of  the  notices  that  will  be  sent  If  the  intent  is  to  reduce  the 
number  of  notices  from  four  to  two,  for  example,  by  simply  eliminating  the 
second  and  third  notices  and  keeping  the  first  and  fourth,  then  the 
language  in  the  remaining  two  notices  might  have  to  be  revised  to  reflect 
the  truncated  process. 

Because  a  notice's  content  and  format  may  affect  the  recipient's  ability 
and  willingness  to  comply,  it  is  important  that  notices  be  clear, 
informative,  and  comprehensive,  llie  first  notice  ms  now  sends  nonfilers, 
for  example,  is  very  low  key.  It  notes  that  irs  has  yet  to  receive  a  return 
and  asks  the  person  or  business  to  either  (1)  file  a  return,  (2)  notify  irs  if  a 
return  has  already  been  filed,  or  (3)  explain  why  the  person  or  business 
has  no  filing  requirement  Subsequent  notices  are  increasingly  more  urgent 


'*rhe  other  two  objectives  are  to  (1)  inaxlmlze  customer  satisfaction  and  reduce  burden  and 

(2)  achieve  quality <lriven  productivity  through  systems  improvement  and  employee  development 
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in  tone.  If  nts  intends  to  reduce  the  number  of  notices  it  sends  to 
recidivists,  the  first  notice  may  have  to  convey  a  greater  sense  of  urgency 
than  is  now  the  case  while  still  giving  the  apparent  recidivists  the 
opportunity  to  explain  why  they  have  no  filing  requirement 

An  nts  official  responsible  for  the  nonfiler  program  acknowledged  that  if 
IBS  decides  to  send  fewer  notices  to  recidivists,  it  may  need  to  revise  the 
wording  of  those  notices.  It  is  important  that  ots  make  that  determination 
in  a  timely  manner  because  of  the  lengthy  process  involved  in  approving 
and  making  the  computer  programming  changes  needed  to  revise  a 
notice." 


Pnnrlii^inn^  ^®  believe  that  opportunities  exist  for  ms  to  further  enhance  its  eCTorts  to 

deal  with  nonfilers. 

We  believe  that  the  quicker  nts  can  make  telephone  contact  with  a 
nonfiler,  the  better  its  chances  of  making  that  nonfiler  compliant  (RS  is 
moving  in  that  direction  by  ^>eeding  up  issuance  of  the  first  notice  to 
potential  nonfilers.  We  believe  that  ms  could  move  even  further  in  that 
direction  if,  as  recommended  by  an  internal  study  group,  it  reduced  the 
number  of  notices  sent  to  nonfilers  and  moved  nonfiler  cases  more  quickly 
to  a  telephone  call  site — similar  to  its  E^arly  Intervention  Project  for 
delinquent  taxes,  as  should  consider  extending  that  project  to  nonfileis,  at 
least  to  the  extent  deemed  feasible  given  the  amount  of  staff  available  to 
work  on  the  project  In  that  regard,  ms  might  want  to  consider  testing  early 
intervention  for  nonfilers  to  see  what  im[>act,  if  any,  it  has  on  compliance. 

Related  to  our  views  on  telephone  contact  is  our  belief  that  [rs  could  use 
its  enforcement  resources  more  efiBdently  in  dealing  with  nonfiilers.  We 
believe  that  it  is  to  ms'  benefit  to  limit  as  much  as  possible  the  extent  to 
which  higher  graded  enforcement  staff  are  doing  work  that  could  be  done 
eCTectively  by  lower  graded  enforcement  staff  or  even,  in  some  instances, 
by  paraprofessionals  or  administrative  staff.  As  we  discussed  earlier,  for 
exanq)le,  successful  closure  of  many  of  the  cases  we  reviewed  seemed  to 
be  due,  in  no  small  part  to  the  revenue  agent's  persistence  in  calling 
nonfilers.  We  see  no  reason  why  lower  graded  staff  could  not  be  jtist  as 
persistent 


"We  dlacuned  thli  Imie  in  a  recent  report  entitled  Tt»  AdmlnlMnllon:  IRS  Notice*  Cm  Be  Improved 
(GAOiTK;I>«6-6,  Dec  7,  19»4) 
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Keeping  nonfilers  compliant  once  they  have  been  brought  into  compliance 
is  critical  if  irs  is  to  increase  voluntary  compliance  and  maintain  control 
over  its  nonfiler  workload,  res'  recently  approved  strategy  for  dealing  with 
recidivism,  if  implemented,  would  be  a  big  step  in  the  right  direction.  Part 
of  that  strategy  calls  for  reducing  the  number  of  notices  sent  to  recidivists. 
There  is  no  mention,  however,  of  any  intent  to  review  the  language  of  the 
remaining  notices  to  ensure  that  it  is  still  appropriate. 


Recommendations  to 
the  Commissioner  of 
Internal  Revenue 


To  enhance  any  future  res  efforts  directed  at  nonfiling,  we  reconunend  that 
the  Conunissioner  of  Internal  Revenue  do  the  following: 

Revise  procedures  to  provide  for  more  timely  telephone  contact  with 
nonfilers  in  line  with  the  reengineering  team's  recommendations.  In  that 
regard,  iRS  should  consider  whether  the  E^ly  Intervention  Project,  which 
includes,  among  other  things,  earlier  telephone  contact  with  taxpayers 
whose  taxes  are  delinquent,  should  be  extended  to  nonfilers. 
Consider  the  feasibility  and  appropriateness  of  assigning  more  nonfiler 
work  to  lower  graded  professional  staff,  paraprofessionals,  and 
administrative  staff.  In  considering  its  options,  ms  might  want  to  solicit 
input  fi'om  district  managers  and  staff  who  worked  on  the  Nonfiler 
Strategy. 

If  IRS  decides  to  send  fewer  notices  to  recidivists,  it  should  determine 
whether  the  language  of  the  remaining  notices  should  be  revised. 


Agency  Comments 
and  Our  Evaluation 


We  requested  comments  on  a  draft  of  this  report  fi:t>m  the  Commissioner 
of  Internal  Revenue  or  her  designee.  On  December  4, 1996,  we  met  with 
several  res  officials,  including  the  National  Director,  Service  Center 
Compliance;  the  National  Director,  Compliance  Specialization;  the  Acting 
Director  of  the  Office  of  Return  Delinquency;  and  the  Acting  Director  for 
Special  Compliance  Programs.  They  provided  us  with  oral  comments, 
which  the  National  Director,  Service  Center  Compliance,  reiterated  and 
expanded  on  in  memoranda  dated  December  1 1,  1995,  and  February  12, 
1996. 


In  commenting  on  our  draft,  ms  said  that  it  agreed  with  only  one  of  our 
three  recommendations — the  one  dealing  with  the  language  of  notices  sent 
to  recidivists. 

IRS  said  that  our  proposed  recommendation  on  timely  contact  with 
nonfilers  was  unnecessaiy  because  res  has  been  working  to  accelerate  the 
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processing  of  information  returns  for  several  years  with  the  intent  of 
making  earlier  contacts  with  nonfilers  and  filers  who  have  underreported 
their  income.  We  have  revised  the  body  of  our  report  to  more  clearly 
acknowledge  those  efforts.  However,  our  recommendation  was  intended 
to  go  beyond  the  initial  identification  of  and  contact  with  nonfilers.  Our 
intent  was  to  encourage  ms  to  make  more  timely  telephone  contact  with 
nonfilers.  Although  the  accelerated  processing  of  information  returns 
should  speed  up  the  entire  process  and  lead  to  quicker  telephone  contact, 
we  believe  that  there  are  other  steps  ots  could  take,  similar^to  its  E^ly 
Intervention  project  for  delinquent  taxes,  to  help  achieve  that  end.  In  that 
regard,  we  think  our  recommendation  is  necessary,  and  we  have  reworded 
it  to  clarify  the  focus  on  earlier  telephone  contact 

In  response  to  our  revised  recommendation,  irs  said  that  it  (1)  has 
established  the  firamework  for  expanding  the  E^ariy  Intervention  Project  to 
business  nonfilers,  if  sufficient  resources  become  available;  and  (2)  does 
not  anticipate  having  sufficient  staffing  to  expand  the  Project  to  individual 
nonfilers.  ms  said  that  if  circumstances  change  in  the  future,  it  may  find  it 
feasible  to  consider  including  individual  nonfilers  in  the  Project  Although 
we  acknowledge  the  resource  limitations,  we  wonder  whether  it  might  be 
feasible  for  tBS  to  revise  the  Early  Intervention  Project  to  include  a  mix  of 
delinquent  tax  and  nonfiler  cases,  even  if  that  means  having  to  exclude 
some  delinquent  tax  cases,  rather  than  limiting  the  Project  to  only 
delinquent  tax  cases.  That  might  enable  ms  to  assess  the  relative  benefits 
of  early  intervention  on  both  types  of  cases. 

IRS  took  most  exception  to  our  proposed  recommendation  on  assigning 
nonfiler  case  work,  ms  said  that  the  recommendation  was  unnecessary  and 
reflected  a  basic  misunderstanding  of  the  purpose  of  the  Nonfiler  Strategy, 
ms  said  that  the  decision  to  assign  nonfiler  cases  to  Examination 
employees,  even  those  capable  of  working  higher  graded,  more  productive 
cases,  was  (1)  a  management  decision  based  on  the  view  that  maintaining 
the  viabilit^r  of  the  nonfiler  program  outweighed  possible  short-term 
productivity  losses  in  other  areas  and  (2)  a  short-term  response  to  stem 
the  growth  of  the  nonfiler  inventory  that  was  never  intended  as  an  ongoing 
work  assignment  practice,  ms  also  said  that  a  review  of  the  special  nonfiler 
auditing  standards  makes  it  clear  that  techniques  needed  under  the 
nonfiler  initiative  required  more  technical  e)qjertise  than  could  be 
provided  by  paraprofessionals. 

As  noted  earlier,  it  was  not  our  intent  to  second-guess  ms'  staffing 
decisions  for  the  Nonfiler  Strategy  but  rather  to  suggest  that  ms  consider 
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Other  options  in  staffing  any  future  nonfUer  initiatives.  Our  work  at  four 
district  offices  indicated  that  other  options  might  be  more  efficient, 
depending  on  the  availability  of  staff.  In  that  regard,  our  review  of  case 
files  in  four  district  offices  indicated  that  the  audit  work  on  nonfiler  cases 
in  those  districts  was  often  less  involved  than  suggested  by  the  auditing 
standards  referred  to  by  iRS  and  thus  often  did  not  require  the  expertise  of 
GS-11  revenue  agents.  That  perception  was  supported  by  many  of  the 
district  office  Examination  staff  and  managers  we  interviewed  who  said 
that  nonfiler  work  could  be  done  by  lower  graded  staff.  Those  lower 
graded  staff  could  be  revenue  agents  below  GS-1 1  or  tax  auditors  or,  for 
some  tasks,  paraprofessionals  or  administrative  staff.  We  revised  the 
report  and  reworded  the  recommendation  to  avoid  the  impression  that  we 
are  advocating  that  all  nonfiler  work  be  done  by  paraprofessionals. 

IRS  also  questioned  how  we  could  draw  conclusions  about  staffing  when 
our  review  was  limited  to  four  districts  and  our  results  are  not  projectable. 
We  believe  the  scope  of  our  work  was  sufficient  to  raise  questions  about 
the  level  of  staffing  needed  to  do  the  kind  of  nonfiler  case  work  that  was 
done  during  the  Nonfiler  Strategy.  We  agree,  however,  that  it  was  not 
sufficient  to  support  a  specific  recommendation  that  iRS  adopt  different 
staffing  patterns  for  any  future  nonfiler  effort  (which  is  how  we  had 
worded  the  recommendation  in  our  draft  report).  Thus,  we  revised  our 
recommendation  to  (1)  give  ms  more  flexibility  in  deciding  how,  if  at  all, 
the  staffing  of  future  nonfiler  efforts  should  differ,  and  (2)  suggest  that  ms, 
in  considering  its  options,  solicit  input  from  managers  and  staff  in  district 
offices  that  we  did  not  visit 

After  we  revised  our  recommendation,  iRS  advised  us  that  it  will,  in  the 
future,  "consider  using  appropriately  graded  employees,  if  available." 
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Appendix  I 

Profiles  of  Individual  Nonfilers 


iRS'  Statistics  of  Income  Division  developed  a  profile  of  individual  nonfilers 
from  returns  filed  in  fiscal  year  1993  that  were  360  days  or  more  late.  That 
profile  showed  that  1.7  million  taxpayers  filed  2.6  million  returns  that  were 
360  days  or  more  late  in  fiscal  year  1993.  Of  the  1.7  million  taxpayers, 
71  percent  filed  1  return,  18  percent  filed  2  returns,  and  1 1  percent  filed  3 
or  more  returns. 

Of  the  2.6  million  returns: 

Forty-three  percent  were  at  least  1  year  but  less  than  2  years  past  due, 

41  percent  were  either  2  or  3  years  late,  and  16  percent  were  more  than  3 

years  overdue. 

Forty  percent  were  fi'om  wage  earners  with  no  self-employment  income; 

23  percent  were  filed  by  those  claiming  self-employment  income  or  some 

combination  of  wages  and  self-employment  income;  and  5  percent  were 

filed  by  persons  claiming  income  only  fix)m  other  sources,  such  as  interest 

and  dividends,  alimony,  and  capital  gains.  No  data  were  available  for  the 

other  32  percent 

Fifty-five  percent  involved  a  balance  due,  38  percent  involved  a  refund, 

and  7  percent  had  a  zero  balance. 

ESghty-three  percent  were  filed  by  ta)q>ayers  older  than  31. 

Forty-five  percent  were  fix)m  persons  who  filed  as  "single,""  31  percent 

were  from  persons  who  claimed  the  "married  filing  jointly"  status, 

14  percent  were  fi-om  persons  who  filed  as  the  "head  of  household,"  and 

10  percent  were  from  persons  who  claimed  the  "married  filing  separately" 

status. 

Table  1. 1  shows  some  profile  data  from  the  returns  in  our  sample  of 
individual  nonfiler  cases  closed  by  the  Examination  Division  in  four  nts 
district  offices  in  fiscal  years  1993,  1994,  and  1995.  Our  sample  included 
140  cases — 60  cases  closed  in  fiscal  year  1993,  60  cases  closed  in  fiscal 
year  1994,  and  20  cases  closed  in  fiscal  year  1995.  Those  cases  involved 
182,  207,  and  75  returns,  reqjectively — an  average  of  about  3  returns  per 
case. 


'*rhe  number  of  returns  on  which  the  "slngte"  fUlng  status  was  claimed  would  Uidude  all  return* 
prepared  by  IRS  under  the  SPR  program  In  computing  the  tax  liability  to  be  assessed  on  an  3FR 
retuiTt,  tRS  assumes  that  the  taxpayer  is  single 
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Table  1.1:  Profile  Data  From  Returns  In 
Our  Sample  of  Individual  Nonfiler 
Cases 


Individual  nonfiler  cases 

Closed  In  FY 
1993 

Closed  In  FY 
1994 

aoeedlnFY 
1995 

Filing  status  (returns) 

Single 

60 

110 

27 

Married  filing  jointly 

64 

47 

21 

Married  filing  separately 

42 

43 

23 

Head  of  housefiold 

'5 

7 

1 

Other/unl<novvn 

1 

0 

3 

Total 

182 

207 

75 

Preparer  of  return 

Taxpayer 

63 

67 

15 

Preparer 

79 

70 

16 

Exam  staff 

32 

62 

41 

Other 

4 

3 

0 

Unl<nown 

4 

55 

3 

Total 

182 

207 

75 

Taxpayer  self-employed? 

Yes 

133 

170 

57 

No 

44 

32 

15 

Uni(nown 

5 

5 

3 

Total 

1B2 

207 

75 

We  also  stratified  our  140  sample  cases  by  average  annual  adjusted  gross 
income.  We  computed  the  average  for  each  case  by  adding  the  adjusted 
gross  income  shown  on  each  return  secured  from  the  nonfiler  and  dividing 
the  total  by  the  number  of  returns  secured  from  that  nonfiler.  The  results 
are  shown  in  table  L2. 


TaUe  1.2:  Stratification  of  Our  Nonfiler 
Case  Sample  by  Average  Adjusted 
Gross  Income 


Average  adjusted  gross  income 

Number  of  cases  In  our  sample 

Under  $10,000 

37 

$10,000  to  $19,999 

48 

$20,000  to  $29,999 

26 

$30,000  to  $39,999 

9 

$40,000  to  $49,999 

8 

$50,000  to  $59,999                                                                                                                     1 

$60,000  and  over 

11 

Total 

140 

Source:  Nonfiler  cases  in  GAO's  sample. 
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M^jor  Contributors  to  This  Report 


General  Government 
Division,  Washington, 
D.C. 

Cincinnati  Regional 
Office 


David  J.  Attianese,  Assistant  Director 
Carrie  Watkins,  Eh/aluator 


Homer  N.  Carrington,  Evaluator-in-Charge 

Robert  I.  Lidman,  Tax  Group  Manager 

Lori  A.  Koehne,  Evaluator 

Jennifer  C.  Jones,  Evaluator 

Shiriey  A.  McGuire,  Evalxiator 

Maiy  Jo  Lewnard,  Technical  Assistant 


Atlanta  Regional 
Office 


Sally  P.  Gilley,  Evaluator 

Alton  C.  Harris,  Tax  Group  Manager 

David  W.  Schechter,  EX'aluator 
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DEPARTMENT  OF  THE  TREASURY 

INTERNAL  REVENUE  SERVICE 
WASHINGTON.  DC.  20224 


COMMISSIONER  A.._.._»c     inne  |p*"* 


Augusts,  1996 


The  Honorable  Ted  Stevens 

Chainnan,  Committee  on  Govemmental  Affairs 

United  States  Senate 

Washington,  DC  20510 

Dear  Mr.  Chairman: 

In  accordance  with  31  U.S.C.  section  720, 1  am  writing  you  concerning  actions 
by  the  Internal  Revenue  Service  in  response  to  the  recommendations  contained  in  a 
report  by  the  General  Accounting  Office  entitled  "Tax  Research:  IRS  Has  Made 
Progress  But  Major  Challenges  Remain"  (GGD-96-109;  June  5,  1996). 

The  GAO  report  contains  several  recommendations  geared  to  addressing  the 
IRS'  new  compliance  research  approach.  Initiated  under  GAO's  basic  legislative 
authority,  GAO's  objectives  were  to  (1)  review  the  many  lessons  the  IRS  has  learned 
from  past  compliance  efforts  in  identifying  factors  most  critical  to  the  success  of  its  new 
compliance  research  approach;  and  (2)  analyze  the  current  status  of  the  new  approach 
and  its  ability  to  incorporate  these  factors. 

In  their  report,  GAO  made  four  recommendations  relative  to  the  compliance 
research  process  currently  being  implemented  in  the  District  Offices  of  Research  and 
Analysis  (DORAs).  Through  development  of  the  Compliance  Research  Information 
System  (CRIS)  business  case,  which  includes  implementation  of  the  DORAs  and  the 
building  of  the  research  infrastructure,  three  of  the  four  recommendations  have  already 
been  accomplished. 

Those  recommendations  are  to: 

■  develop  an  approach  for  monitoring  the  effectiveness  of  mechanisms 
established  to  build  support  for  the  new  approach  as  well  as  for  the  staff- 
sharing  and  training  efforts  that  are  underway  and,  if  necessary,  make 
modifications; 

■  set  a  schedule  for  completing  CRIS,  monitor  its  progress,  and  take  the 
necessary  actions  to  resolve  identified  problems;  and 
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■  establish  milestones  and  monitoring  mechanisms  for  (1)  completing  the 

infrastructure  needed  to  organize  and  manage  the  research  effort;  and 
(2)  developing  the  measures  needed  for  evaluating  success. 

The  final  recommendation  was  to  devise  a  method  to  better  ensure  that  reliable 
compliance  data  will  be  available  when  needed  for  the  research  effort,  given  the 
indefinite  postponement  of  the  Taxpayer  Compliance  Measurement  Program  (TCMP). 
We  are  currently  taking  a  number  of  steps  to  develop  new  compliance  measures  and  to 
validate  and/or  enhance  the  TCMP  process.  First,  we  are  hiring  an  outside  contractor 
to  evaluate  IRS  data  needs  and  the  capabilities  of  the  historical  TCMP  process  to  meet 
those  needs.  We  also  expect  the  contractor  to  recommend  enhancements  to  the 
TCMP  and  to  suggest  alternatives.  In  addition,  there  are  a  number  of  projects  currently 
underway  in  the  Compliance  Research  Division  and  in  the  OORAs  to  develop 
compliance  measures  to  supplement  or  to  replace  those  normally  obtained  through  the 
TCMP  process. 

As  stated  in  our  response  to  GAO,  these  efforts,  for  the  most  part,  were  in 
progress  prior  to  the  completion  of  the  audit.  The  report  itself  also  makes  many 
references  to  these  efforts. 

If  you  have  any  questions,  please  do  not  hesitate  to  contact  me  or 
Floyd  Williams,  National  Director  for  Legislative  Affairs,  at  622-3720. 


Sincerely. 


David  A.  Mader 
Acting  Commissioner 


Enclosure 


June  1 !)!)() 
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GAO 


United  States 

General  Accounting  Office 

Washington,  D.C.  20548 


General  Government  Dlvtsion 

B-260165 

June  5, 1996 

The  Honorable  Margaret  Milner  Richardson 
Commissioner  of  Internal  Revenue 
Department  of  the  Treasury 

Dear  Ms.  Richardson: 

TTie  Internal  Revenue  Service  (ms)  is  changing  its  tax  compliance 
philosophy.  In  addition  to  catching  noncompliance  through  enforcement 
(e.g.,  audits),  ms  is  trying  to  induce  compliance  through  nonenforcement 
work  (e.g.,  assistance  and  education).  TTus  broader  focus  relies  to  a  great 
extent  on  a  new  approach  for  researching  ways  to  improve  compliance  for 
entire  market  segments — specific  groups  of  taxpayers  that  share  certain 
characteristics  or  behaviors. 

Concerns  about  continued  noncompliance  after  decades  of  enforcement 
prompted  this  change,  ms  has  found  that  taxpayers'  total  compliance  in 
paying  taxes  owed,  including  that  directly  induced  by  enforcement,  has 
been  roughly  stagnant  over  the  past  20  years  at  about  87  percent  iRS 
estimates  that  annual  t£LX  losses  from  the  noncompliance  have  been  well 
over  $100  billion,  ms  has  set  a  goal  to  increase  total  compliance  to 
90  percent  by  2001  and  believes  that  its  new  compliance  research 
approach  will  uncover  ways  to  help  meet  this  goal. 

This  report  discusses  ms'  new  compliance  research  approach.  Initiated 
under  our  basic  legislative  authority,  our  objectives  were  to  (1)  review  the 
many  lessons  ms  has  learned  from  past  compliance  efforts  in  identifying 
factors  most  critical  to  the  success  of  its  new  compliance  research 
approach  and  (2)  analyze  the  current  status  of  the  new  approach  and  its 
ability  to  incorporate  these  factors. 

Rjir*lfJfrr»i  inH  '^"'^  federal  tax  system  relies  on  voluntary  compliance  with  tax  laws.  It 

^^  presumes  that  taxpayers  understand  the  laws  and  are  willing  and  able  to 

follow  them.  If  not,  ms  must  determine  the  reason  and  then  act  to  restore 
compliance  and  maintain  the  flow  of  tax  revenue,  ms  traditionally  has 
responded  to  noncompliance  by  using  enforcement  efiforts  such  as 
auditing  tax  returns  and  computer  matching  data  fixim  third  parties  (e.g., 
banks  and  employers). 

Over  time,  ms  concluded  that  enforcement  was  essential  to  pursue 
intentional  noncompliance  but  not  to  correct  unintentional 
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noncompliance.  Because  of  this  enforcement  limitation  and  concerns 
about  the  level  of  noncompliance,  ws  formulated  a  different  compliance 
philosophy.  Known  as  Compliance  2000,  the  philosophy  envisioned  using 
nonenforcement  efforts  to  correct  unintentional  noncompliance  and 
reserving  enforcement  efforts  for  intentional  noncompliance,  ms  first 
espoused  this  philosophy  in  1988  and  by  the  early  1990s  had  initiated  many 
research  projects  across  irs'  63  district  offices  to  identify  noncompliant 
market  segments,  root  causes  for  the  noncompliance,  and  innovative  ways 
to  improve  compliance. 

Even  so,  noncompliance  continued  to  result  in  majoT  losses  in  tax 
revenue.  iRs'  most  recent  estimate  put  the  gross  income  tax  gap — the 
difference  between  income  taxes  owed  and  voluntarily  paid — at 
$127  billion  for  1992  alone.  iKS  estimated  total  tax  compliance  to  be  about 
87  percent — 83  percent  in  taxes  paid  voluntarily  and  4  percent  in  taxes 
paid  after  iRS  enforcement  ms  data  have  shown  such  total  compliance  to 
be  stagnant  since  the  early  1970s. 

Concerns  about  these  trends  prompted  iss  to  create  the  Compliance 
Research  and  Planning  approach  in  1993.  This  new  approach  attempts  to 
merge  the  Compliance  2000  philosophy  with  a  rigorous  compliance 
research  system.  By  combining  ms'  National  Office  knowledge  about 
research  with  its  district  knowledge  about  compliance  and  enforcement, 
IHS  hoped  to  identify  nonenforcement  and  enforcement  efforts  to  help 
improve  total  compliance  to  90  percent  by  2001.  This  approach  has 
required  the  establishment  of  new  research  methods,  organizations,  and 
tools. 

The  research  methods  include  a  compliance  research  cycle  that  starts  with 
identifying  a  noncompliant  market  segment  and  ends  with  using  research 
results  in  ongoing  compliance  programs.  The  organizations  include  the 
National  Office  of  Research  and  Analysis  (nora)  in  the  Research  Division 
and  31  District  Offices  of  Research  and  Analysis  (dora).  nora  has 
responsibility  for  developing  and  implementing  the  new  approach,  doras 
are  responsible  for  researching  national  and  district  compliance  levels  and 
finding  cost-effective  wholesale  solutions  to  noncompliance,  with  the 
support  of  three  as  functions — Examination,  Collection,  and  Taxpayer 
Service.  Appendix  0  discusses  the  research  cycle  and  organizations.  As 
planned,  the  tnaior  research  tool  will  be  the  Compliance  Research 
Information  System  (cRts).  cris  is  to  be  an  integrated  network  of  databases 
containing  a  sample  of  irs  data  over  multiple  years  for  use  in  compliance 
research.  Appendix  III  discusses  CRis. 
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Rpm ilt<;  in  Rripf  '"^  implemented  its  new  compliance  research  approach  to  address 

concerns  about  continued  noncompliance  with  tax  laws  and  the  large 
income  tax  g£^.  ms  had  attempted  to  address  these  concerns  through 
Compliance  2000,  but  both  we  and  iRS  have  found  that  inadequate 
implementation  limited  the  philosophy's  success.  For  example,  we 
reported  that  irs  did  not  have  the  infrastructure  (e.g.,  research  tools  and 
oversight)  or  the  objective  data  needed  to  successftilly  achieve  compliance 
research  objectives.' 

Using  the  many  lessons  it  learned  from  (Compliance  2000,  ms  has  designed 
its  new  compliance  research  approach  with  the  intent  of  enhancing  its 
likelihood  of  success.  Our  interviews  with  irs  officials  at  the  31  doras  and 
our  analysis  of  irs  data  concerning  the  lessons  learned  from  past  research 
experiences  disclosed  that  among  the  factors  needed  to  enhance  success, 
five  emerged  most  consistently  in  terms  of  relative  importance.  These  five 
factors  are  (1)  support  for  the  research  throughout  irs,  (2)  objective 
compliance  data  that  are  readily  accessible  for  research,  (3)  skilled  staff 
capable  of  doing  rigorous  research,  (4)  cm  infrastructure  for  organizing 
and  managing  the  research,  and  (5)  measures  to  evaluate  whether  the  new 
af>proach  works,  nora  officials  agreed  that  these  five  factors  are  important 
for  achieving  successful  research  results  under  the  new  research 
approach. 

While  ms'  new  approach  reflects  these  five  factors,  we  identified  several 
related  issues  that  irs  needs  to  fiirther  pursue.  First,  we  found  only  mixed 
support  within  irs  for  the  new  research  approach.  The  293  dora  staff  and 
district  officials  we  interviewed  generally  viewed  the  new  approach  as 
being  more  cost  effective  in  reducing  the  tax  gap  than  past  approaches. 
However,  they  questioned  whether  the  new  approach  will  be  able,  by  2001, 
to  help  reach  90-percent  total  compliance.  Furthermore,  the  officials 
disagreed  over  the  geogr^hic  focus  of  the  research.  District  officials 
raised  concerns  about  doras'  spending  86  percent  of  their  resources 
researching  national  compliance  issues  rather  than  district-level  issues. 
NORA  officials  and  dora  Chiefs,  on  the  other  hand,  believed  that  irs  caimot 
meet  its  tax  gap  and  compliance  goals  without  a  national  focus;  they  said 
the  decentralized  sqiproach  under  Compliance  2000  did  not  work.  This 
disagreement  and  other  concerns  within  irs  have  caused  tensions  that 
could  undercut  support  for  the  new  approach. 


(GAOa'-GGD-62-U.  June  3.  \M). 
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Second,  nts  may  not  have  objective  compliance  data  available  when 
needed  for  research  efforts,  irs  has  made  some  recent  progress  in  cms 
development,  but  its  date  for  becoming  fiilly  operational  is  unknown.  In 
addition,  in  October  1995,  budget  constraints  and  public  controversy  led  to 
a  decision  by  ms  to  indefinitely  postpone  the  Taxpayer  Compliance 
Measurement  Program  (tcmp).  As  a  result,  cms  will  continue  to  rely  on 
1988  TCMP  measures  on  compliance  in  reporting  income,  deductions,  and 
other  information  on  tax  returns,  which  will  become  less  useful  as 
additional  time  passes.  Thus,  irs  will  also  have  to  find  alternative 
strategies  to  determine  which  market  segments  to  research  on  ways  to 
correct  noncompliance. 

Third,  we  found  general  agreement  among  KS  officials  that  research  staff 
with  more  specialized  skills  were  needed  to  achieve  irs'  research 
objectives,  nora  officials  we  interviewed  generally  were  pleased  with  the 
overall  quality  of  Dora  research  staff  but  said  that  staff  with  qiecialized 
skills,  such  as  statistics,  were  lacking  in  many  doras.  nora  officials  said 
they  were  working  on  ways  of  addressing  this  problem  with  existing  staff 
resources.  They  said  that  staff  with  the  needed  skills  would  be  shared 
across  doras  whenever  possible.  TTie  officials  also  said  that  a  strong 
training  program  has  been  developed  to  enhance  the  skills  of  dora  staff. 
The  DORA  staff  we  interviewed  generally  were  satisfied  with  their  internal 
traiiung  but  said  training  was  needed  on  how  to  do  rigorous  compliance 
research  in  specialized  areas,  nora  is  delivering  or  has  plans  to  deliver 
such  traiiung. 

As  for  the  last  two  factors,  ms  was  in  the  process  of  enhancing  its  initial 
infrastructure  for  plaiming  and  managing  the  research  by  developing  tools 
and  systems,  such  as  for  tracking  research  projects.  As  of  January  1996,  irs 
also  was  in  the  process  of  developing  measures  to  use  in  evaluating  the 
success  of  the  new  approach. 

E^ectively  addressing  the  issues  we  identified  should  enhance  nts' 
potential  for  success.  Thus,  it  is  important  that  iRS  monitor  its  progress  in 
addressing  these  issues.  Information  produced  fix>m  such  monitoring 
could  better  position  management  to  identify  and  act  on  ai\y  need  for 
corrective  efforts. 


Objectives,  Scope, 
and  Methodology 


Our  objectives  were  to  (1)  review  the  many  lessons  that  iRS  learned  fix>m 
past  compliance  efforts,  including  Compliance  2000,  to  identify  the  factors 
most  critical  to  the  success  of  the  new  compliance  research  £^proach  and 
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(2)  analyze  the  current  status  of  the  new  approach  and  its  ability  to 
incorporate  these  factors  as  well  as  help  ks  achieve  the  goal  of  90-percent 
total  compliance  by  2001.  To  accomplish  each  objective,  we  visited  irs' 
National  Office  and  all  31  doras,  interviewing  responsible  ofBcials  and 
collecting  relevant  data 

Our  National  Office  work  focused  on  nora.  We  interviewed  nora  officials 
and  collected  data  on  the  plans  for  and  status  of  the  new  research 
sqjproach.  We  discussed  the  officials'  views  on  lessot\s  learned  from  past 
research  and  factors  critical  to  the  success  of  the  new  approach. 

Our  fieldwork  focused  on  visits  to  all  31  doras  to  monitor  implementation 
of  ms'  new  ^proach.  To  ensure  cor>sistent  data  collection,  we  did  293 
structured  interviews.  The  interviewees  included  31  District  Directors;  31 
DORA  Chiefs;  92  Chiefs  of  E^xamination,  Collection,  or  Taxpayer  Service; 
and  139  dora  staff  (about  80  percent  of  the  staff  at  the  time  of  our  visits). 
Our  interviews  solicited  information  on  the  lessons  learned  and  critical 
success  factors  as  well  as  on  the  status  of  the  new  approach.^  We  obtained 
information  on  all  dora  staff,  such  as  positions  and  education  (see  app.  V), 
and  on  Compliance  2000  research  projects  (see  app.  I). 

After  we  finished  our  dora  visits  in  September  1995,  events  occurred  that 
could  affect  the  new  research  approach.  We  conducted  structured 
follow-up  interviews  with  nora  officials  and  the  31  dora  Chiefs  to 
determine  the  real  and  potential  effects  of  these  events,  including  ms 
budget  cuts  and  postponement  of  tcmp. 

We  did  our  work  in  Washington,  D.C.,  and  the  31  doras  fi-om  April  1995  to 
January  1996  in  accordance  with  generally  accepted  government  auditing 
standards.  We  requested  comments  on  a  draft  of  this  report  from  you  or 
your  designee.  On  April  22, 1996,  we  obtained  comments  from  responsible 
officials  in  ms'  Compliance  Research  Division,  Their  comments  are 
discussed  on  pages  18  and  19. 


'Appendix  IV  presents  consolidated  results  from  the  atjuctured  interviews.  The  appendix  presents 
responses  to  all  scaled  questions  and  to  open-ended  questions  that  are  discussed  in  the  letter. 
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CompUance  2000 
Generated  Few 
Compliance  Gains  but 
Many  Lessons  Were 
Learned  for  Future 
Research 


IRS  viewed  its  Compliance  2000  strategy  as  a  way  to  advance  voluntary      ^ 
compliance.  The  strategy  differed  from  the  traditional  enforcement 
approach  by  recognizing  that  nonenforcement  approaches,  such  as 
education  and  assistance,  can  boost  compliance.  To  determine  when  it 
was  best  to  use  each  approach,  ms  sought  to  uncover  root  causes  for 
noncompliance  and  distit\guish  between  compliant  and  noncompliant 
taxpayers  across  market  segments. 

Ck>mpliance  2000  did  not  work  for  various  reasons.  In  1992  testimony,'  we 
reported  that  ms  lacked  the  necessary  compliance  data  and  infrastructure 
to  do  research  by  market  segments.  We  found  that  irs  had  not  tracked 
whether  its  districts  started  research  projects  on  the  basis  of  objective 
compliance  data  or  researched  the  most  noncompliant  market  segments. 
We  concluded  that  Compliance  2000  was  a  worthy  idea  that  needed 
careful  implementation.  We  stated  that  res  needed  to  use  objective  data  to 
select  research  projects  and  develop  an  infrastructure  for  plaiuung, 
managing,  and  monitoring  the  projects. 

An  [RS  Internal  Audit  report  in  December  1993  had  similar  findings.  The 
report  disclosed  that  38  of  50  Compliance  2000  projects  were  traditional 
enforcement  projects  that  the  districts  had  renamed  as  Compliance  2000 
projects.  And  IBS  had  no  database  to  capture  results  or  provide  an 
inventory  of  the  compliance  issues  covered.  The  report  concluded  that  the 
projects  did  not  represent  rigorous  research,  the  managerial  controls  were 
weak,  and  a  management  structure  was  needed  to  provide  effective 
oversight 

NORA  oCBdals  acknowledged  such  problems  and  indicated  that  very  few 
Compliance  2000  projects  could  be  viewed  as  viable  research.  Even  in  the 
few  projects  that  noba  officials  viewed  as  viable,  res  had  not  created  a 
database  to  show  whether  compliance  increased  and,  if  so,  what  actions 
prompted  those  increases. 

We  sought  to  further  confirm  these  problems  by  collecting  data  on 
Compliance  2000  projects  as  we  visited  the  31  doras.  We  confirmed  that 
ms  did  not  track  the  methods  and  results  of  the  projects.  As  shown  in 
appendix  1,  we  found  that  many  projects  were  duplicated.  Available 
records  were  insufficient  for  us  to  compare  costs  and  benefits  across  the 
protjects. 
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We  found  that  nts  learned  many  lessons  about  research  &om  Compliance 
2000.  According  to  nora  officials,  the  m^yor  lesson  was  that  ms  needed  a 
totally  new  organization  and  ^proach  because  the  decentralized 
approach  under  Compliance  2000  did  not  produce  viable  research.  Our 
interviews  at  nora  and  the  31  doras  indicated  that  such  lessons  governed 
the  design  of  the  new  approach,  particularly  those  that  iRS  officials  pointed 
to  as  factors  critical  to  the  success  of  this  approach.  These  factors  include 
the  need  for  (1)  support  for  the  research  across  irs,  (2)  objective 
compliance  data  that  are  readily  accessible,  (3)  skilled  staff,  (4)  a  sound 
infrastructure  to  organize  and  manage  the  research,  and  (5)  measures  to 
evaluate  how  well  the  new  approach  is  working.  The  next  section 
discusses  the  potential  of  irs'  new  ^proach  in  the  context  of  these  five 
factors. 


IRS'  New  Approach 
Offers  Potential  for 
Improving 
Compliance  Research 


IRS  holds  high  hopes  for  its  new  compliance  research  approach  in 
integrating  the  Compliance  2000  philosophy  with  efforts  to  boost 
compliance.  To  act  on  this  potential,  irs  has  taken  steps  built  on  lessons 
learned  fiom  past  efforts. 


Support  for  Compliance 
Research  Can  Be  Built  but 
Not  Mandated 


While  directives  are  important  to  set  the  vision,  building  support  relies  on 
collaboration.  In  this  vein,  nora  has  developed  a  cooperative  strategy  to 
communicate  the  research  vision,  needs,  and  results  as  well  as  generate 
feedback  on  the  needs  of  ms  districts  and  functions.  Given  such  feedback, 
NORA  plans  to  create  a  special  imit  to  meet  the  needs  for  research  on  ways 
to  better  select  and  handle  workload,  nora  is  also  encouraging  doras  to 
provide  short-term  research  assistance  to  districts  and  functions  (e.g., 
electronic  filing  and  earned  income  credit).  Ultimately,  nora  knows  that 
the  new  approach  will  have  to  prove  its  worth  to  build  the  necessary  staff 
support 


IRS  Is  Developing  a 
Compliance  Database 


irs'  new  approach  depends  heavily  on  CRis.  As  envisioned,  CRis  is  to  be  ms' 
network  of  databases  for  identifying  the  nationwide  and  district 
compliance  of  market  segments,  irs  is  implementing  cris  in  the  following 
three  stages. 


Working  File  cris  was  used  in  fiscal  years  1994  and  1995  for  training  dora 
staff.  It  had  75  data  elements  limited  to  one  market  segment. 
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Interim  CRis  was  delivered  to  all  doras  by  fall  1995.  It  expanded  to  800  data 

elements  and  samples  of  individual  and  business  filers  for  all  market 

segments. 

Final  cms  is  slated  to  implement  its  first  database,  having  over  2,600  data 

elements  on  a  sample  of  7  to  10  million  individual  filers,  in  fiscal  year  1997. 

It  is  to  interface  with  other  systems  being  created  to  aid  in  storing  data  and 

assigning  workload.  It  is  expected  to  contain  3  years  of  data 

On  completion,  CRis  is  to  have  10  databases,  each  with  thousands  of  data 
elements,  cris  has  been  funded  for  $7  million  to  develop  and  maintain 
these  databases  over  the  next  5  fiscal  years.  If  cris  works,  ms  would  have 
an  integrated  network  of  recent  compliance  data.  And,  iRS  research  staff 
could  quickly  profile  compliance  by  market  segment  iRS  expects  cris  to 
provide  data  on  taxpayer  compliance  in  (!)  filing  required  tax  returns  in  a 
timely  manner,  (2)  accurately  reporting  information  on  tax  returns,  and 
(3)  fully  and  timely  paying  taxes  owed. 

Also,  realizing  that  nts  data  contain  ta3q>ayer  and  irs  errors,  nora  has 
developed  data  validation  standards,  nora  officials  believed  that  these 
standards  will  better  ensure  that  the  research  stems  fix>m  adequate  data. 


DORA  Positions  and 
Training  Focus  on 
Research  Skills 


Past  research  efforts  highlighted  the  need  for  staff  who  had  research  skills. 
Toward  that  end,  nora  devised  a  staffing  plan  that  requires  certain 
positions  at  each  dora,  such  as  a  chief,  program  analysts,  and  other 
generalists.  nora  also  created  q>ecialist  positions  that  require  skills  in 
statistics,  operations  research,  economics,  and  computers. 


Recognizing  limitations  in  having  such  staff  in  the  field  and  restrictions  on 
external  hiring  given  the  redeployment  agreement,*  nora  encouraged  dora 
chiefs  to  fill  positions  with  the  most  qualified  staff  available,  nora 
expected  the  number  of  staff  to  initially  total  about  six  to  eight  per  dosa 
and  grow  as  worldoad  dictated. 

NORA  also  devised  a  plan  to  train  all  dora  staff  in  research  methods.  Phase  I 
traiiung,  which  began  in  early  1995,  described  nora,  dora,  cris,  profiling, 
statistics,  and  research  methods.  Phase  Q  training  includes  advanced 
methods  in  statistics,  research,  and  market  segmentation,  nora  is  also 
offering  customized  training  to  meet  the  needs  of  dora  staff. 


'Redeptoyment  agreement  refers  to  IRS'  pledge  to  protect  Jobs.  Under  agreement  with  the  National 
Treasury  Employees  Union,  [RS  guaranteed  tlut  employees  would  not  lose  tiwir  Join  due  to  IRS* 
modernization  and  reorganization  and  would  have  an  opportunity  to  maintain  their  grade  through 
tralnir\g  Year?  of  IRS  service  plays  a  m^Jor  role  in  qualiC^ing  for  redeploymenL 
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The  Infrastructure  Has 
Been  FYamed 


IHS  has  laid  the  framework  for  the  infrastructure  it  believes  is  needed  to 
manage  the  new  research  approach.  This  framework  includes  nora,  doras, 
a  research  plan,  and  research  methods.  iRS  has  plans  for  other  mechanisms 
to  manage  the  research. 

NORA  and  DORA  officials  said  research  in  the  field  has  often  suffered 
because  research  knowledge  resided  in  the  National  Office,  but  knowledge 
about  compliance  and  enforcement  resided  with  district  staff  who  usually 
lacked  research  skills.  These  officials  said  districts  lacked  commitment  to 
do  the  research  and  use  its  results,  nora  officials  viewed  the  nora/dora 
framework  as  a  way  to  correct  these  problems. 

Furthermore,  irs  districts  are  forming  Compliance  Planning  Councils  (cpc) 
at  the  DORA  level  to  build  district  support  for  compliance  research,  oversee 
district  compliance  programs,  and  provide  a  conduit  to  the  three  district 
fimctions.  In  summary,  cpcs  are  to  provide  a  multifunctional  perspective  in 
reviewing  district  compliance  workload.  At  a  minimum,  each  CPC  is  to 
consist  of  the  dora  Chief  and  chiefe  of  the  three  functions,  irs  is  also 
forming  nine  Cooperative  Strategy  Working  Groups  (cswg)  to  help  with 
oversight,  coordination,  and  implementation  of  the  new  approach,  cswgs 
are  to  make  many  of  the  decisions  about  compliance  research,  with  the 
concurrence  of  the  national  director  for  compliance  research. 

NORA  is  developing  an  annual  research  plan  and  a  compliance  research 
cycle.  If  implemented  properly,  both  elements  should  create  a  common 
understanding  of  the  research  vision  and  enhance  the  quality  of  the 
research.  The  research  plan  prioritizes  compliance  issues  and  research 
efforts.  Tl>e  plan  allocates  resources  across  doras  to  meet  expectations, 
within  set  time  frames,  on  (1)  establishing  the  new  research  approach, 
(2)  helping  ms  districts  and  functions  to  meet  their  compliance  and 
enforcement  needs,  and  (3)  reducing  the  tax  gap  and  improving 
compliance.  The  research  cycle  outlines  the  steps  for  all  projects,  as 
shown  in  figure  1. 
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Source:  IRS  National  Office  of  Research  and  Analysis. 


As  shown  above,  the  latter  steps  of  the  cycle  produce  research  results  that 
form  the  basis  for  establishing  compliance  workloads,  as  set  in  the 
compliance  plan.  Appendix  n  provides  details  on  the  research  cycle  and 
compliance  plait 


IRS  Hopes  to  Have  Specific 
Measures  of  Success 


For  fiscal  year  1995,  nts  measured  the  success  of  the  new  approach  against 
expectations  set  forth  in  ms'  Business  Master  Plan;  those  expectations 
focused  on  establishing  all  doras.  For  fiscal  year  1996,  success  is  to  be 
measured  against  expectations  set  forth  in  the  research  plan,  nora  ofiBdals 
acknowledged  the  need  for  more  specific  measures  of  success. 
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Combining  all  five  factors,  ms'  new  compliance  research  approach  offers 
potential  for  improving  compliance.  If  implemented  successfully,  it  also 
may  enhance  the  effectiveness  of  the  tax  system.  Rigorous  research  could 
help  ensure  that  tax  laws,  regulations,  and  guidance  aie  clear,  taxpayers 
receive  necessary  assistance;  paid  preparers  encourage  compliance;  and 
enforcement  is  cost  effective.  Integrating  the  research  with  ongoing 
programs  could  help  meet  these  basic  requirements,  to  the  extent  the 
research  helps  increase  compliance  and  reduce  taxpayer  burden.  In  doing 
so,  the  research  would  co-exist  rather  than  compete  with  these  programs. 


IRS  Is  Addressing 
Obstacles  to  Its  New 
Research  Approach 
but  M^or  Challenges 
Remain 


Some  obstacles  have  slowed  implementation  of  ms'  new  compliance 
research  approach.  KS  has  taken  actions  to  overcome  the  obstacles  but 
faces  critical  challenges  in  incorporating  the  success  factors. 


Tensions  Undercut 
Organizational  Support  for 
the  New  Approach 


NORA  and  DORA  officials  raised  concerns  about  support  for  compliance 
research  because  of  three  types  of  tensions.  Our  interviews  with  293 
District  Directors,  CPC  members  representing  the  three  functions,  and  dora 
staff  illustrated  these  concents  as  well  as  mixed  support  for  the  new 
approach. 

For  example,  about  63  percent  of  those  we  interviewed  believed  that  this 
approach  will  reduce  the  tax  gap,  and  nearly  70  percent,  who  had 
knowledge  of  previous  attempts,  believed  that  it  will  be  more  cost 
effective.  However,  only  38  percent  of  those  we  interviewed  beheved  that 
the  approach  will  significantly  contribute  to  meeting  iRs'  90-percent 
compliance  goal  by  2001.  When  asked  why,  most  of  these  officials  viewed 
this  goal  as  too  challenging  and  the  time  period  as  too  short 

Proponents  of  the  new  approach  favored  its  systemic  and  objective  nature. 
They  viewed  national  research  on  market  segments,  by  reaching  more 
noncompliant  taxpayers,  as  the  way  to  significantly  improve  compliance. 
Opponents,  bebeving  that  m^r  compliance  problems  are  well  known, 
favored  shifting  the  research  resources  into  efforts  involving  tax 
simplification  and  legislative  changes,  such  as  tax  withholdings  and 
income  reporting,  nora  officials  noted  that  compliance  research  offers  the 
best  way  to  identify  and  justify  such  efforts. 
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The  first  tension  dealt  with  changing  the  as  culture.  Dis  has  focused  on 
maxiinizing  revenue  yield  through  enforcement  instead  of  voluntary 
compliance  through  enforcement  and  nonenforcement  efforts.  Our  dora 
work  showed  that  the  three  functions  largely  ejq)ected  the  research  to  aim 
at  this  traditlortal  focus.  Given  concerns  that  it  will  not,  only  34  percent  of 
the  Chiefs  of  Examinatjcn,  Collection,  and  Taxpayer  Service  we 
interviewed  at  the  31  doras  considered  dora  to  be  a  good  investment  of 
resources,  nora  ofiBdals  believed  that  these  respoi\ses  did  not  reflect  the 
broad,  multiAinctional  view  needed  to  increase  compliance.  'Riese 
differing  views  reflect,  at  a  minimum,  the  tension  over  the  new  approach. 


A  second  tension  involved  pressures  to  quickly  produce  high-profile 
results.  We  heard  this  concern  during  interviews  at  all  31  doras. 
Interviewees  doubted  whether  qjs  would  give  the  approach  time  to  prove 
itself.  They  said  nts  often  expects  results  right  away,  but  compliance 
research  is  unlikely  to  produce  immediate  benefits. 

The  third  tension  dealt  with  directing  85  percent  of  the  dora  work  to 
natioiuil  compliance  issues,  leaving  the  remainder  to  the  discretion  of  the 
district  District  officials,  who  believed  that  mar\y  compliance  issues  have 
a  local  flavor,  generally  wanted  more  control,  nora  officials,  as  well  as 
DORA  Chiefs,  saw  a  rational  focus  as  the  way  to  help  improve  compliance 
and  reduce  the  tax  gap. 

NORA  officials  recognize  the  seriousness  of  these  and  other  tensions  that 
undercut  support  for  the  new  £q}proach.  nora  officials  have  planned 
various  efforts  to  educate  and  inform  IRS  management  and  staff  at  all  levels 
on  the  new  approach  as  well  as  to  advance  its  cooperative  strategy. 


Mfyor  Gaps  Exist  in  the  ns  decided  to  open  doras  a  few  years  before  CRis  was  finished  to  allow 

Compliance  Data  doras  to  become  fully  staffed  and  equipped,  as  well  as  to  participate  in  the 

development  of  cms  and  leam  about  ms  data.  While  irs  has  made  progress, 
questions  remain  on  whether  cris  will  be  completed  soon  enough  to 
contribute  to  research  on  improving  compliance  by  2001. 

At  the  time  of  our  dora  visits,  only  19  percent  of  the  dora  staff  viewed  the 
available  data,  which  were  from  Working  FUe  CRis,  as  sufficient  to  do  their 
jobs.  DORA  staff  complained  that  the  data  were  outdated,  inaccurate,  and 
lacked  compliance  meas«ires. 
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After  our  visits,  dora  staff  began  using  data  from  Interim  CRis.  The  dora 
Chielis  we  interviewed  during  our  follow-up  work  viewed  the  Interim  cms 
as  a  far  better  system.  However,  only  39  percent  of  them  thought  the  data 
were  sufficient  to  do  the  work  required  at  dora.  Among  other  things,  they 
noted  that  Interim  CRis  lacked  historical  data,  compliance  indicators,  and 
enforcement  actions  against  filed  tax  returns  as  well  as  on  nonfilers. 

NORA  officials  acknowledged  these  problems  but  had  viewed  these  earlier 
phases  as  training  for  ix)ra  staff.  They  believed  that  the  staff  had  sufficient 
data  for  such  training  and  the  assigned  work.  'Rte  officials  said  that  Final 
CRIS  and  the  data  validation  standards  will  address  these  problems  and  add 
discipline  so  that  the  staff  only  does  the  work  made  possible  by  the  data 

EVen  so.  Final  CRis  is  developing  more  slowly  than  expected,  nora  officials 
remain  optimistic  that  its  first  database,  involving  individual  filers,  will  be 
operational  by  fiscal  year  1997.  As  for  the  other  nine  databases,  such  as  for 
partnerships  and  corporations,  iRS  was  not  sure  when  they  would  be  fully 
operational  and  how  many  can  produce  research  results  by  2001  on 
improving  compliance. 

Furthermore,  the  postponement  of  tcmp  heightens  the  need  for  finding 
other  ways  to  measure  reporting  accuracy  on  filed  returns,  nora  officials 
told  us  that  they  viewed  tcmp  as  a  crucial  part  of  cris  because  tcmp  had 
been  a  proven  way  to  measure  reporting  accuracy.  Over  three-fourths  of 
the  $94  billion  tax  g^  for  individuals  in  1992  arose  fi-om  noncompliance  in 
reporting  rather  than  in  filing  or  in  paying' 

IRS  officials  said  that,  without  the  randomness  and  comprehensiveness  of 
tcmp,"  they  doubted  whether  ms  will  have  a  precise  way  to  measitfe 
reporting  compliance  nationally  or  at  the  dora  level,  or  whether  irs  will 
have  a  basis  for  identifying  emerging  noncompliance  among  market 
segments  or  tax  issues,  cris  is  using  tcmp  results  for  1988,  but  these  results 
will  lose  more  of  their  usefulness  with  each  passing  year,  nora  officials 
said  they  are  not  sure  how  they  will  measure  reporting  compliance. 


'IRS  released  Its  most  recent  estimue,  covering  up  to  1992,  In  1988  This  estimate  relied  on  TCMP  dau 
from  the  eady  1980&  IRS  has  developed,  but  not  yet  released,  a  new  estimate  using  TCMP  data 
through  1988.  Estimating  the  tax  gap  is  not  an  exact  science.  IRS  lacks  the  data  to  fully  estimate  the 
tax  gap  with  high  precision.  TCMP  has  provided  tbe  best  data,  but  It  takes  time  to  do  well. 

'Between  1962  and  1988,  usually  at  J-year  Intervals,  IRS  collected  TCMP  daU  on  Individual  compliance 
by  auditing  all  issues  on  a  random  sample  of  tax  returns. 
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Staffing  Problems  Increase 
the  Need  for  Training 


At  the  time  of  our  visits,  the  31  doras  had  217  staff,  varying  from  4  to  12 
staff  at  each  dora.  Of  those  we  interviewed,  85  percent  of  the  District 
Directors  and  dora  Chiefs  were  satisfied  with  the  number  of  staff,  but 
94  percent  of  the  chiefs  and  74  percent  of  the  directors  thought  staffing 
should  increase  in  the  future;  the  rest  were  uncertain.  Given  irs'  budget 
cut,  DORA  Chiefs  expressed  concern  that  staffing  would  not  increase  in 
fiscal  year  1996  as  anticipated.  Figure  2  shows  the  number  and  types  of 
positions  for  all  31  doras,  excluding  the  31  dora  Chiefs. 


FIgur*  2:  Types  of  Staff  Position*  In 
District  Offices  o(  Research  and 
Analysis 


Computer  Research  Analysts 


Operations  Research  Analysts 


Program  Analysts 


Note;  Rgure  does  not  Include  DORA  Oiiels  Percentages  may  not  equal  100  Ijecause  ol 
rounding 


•The  category  o(  "other"  includes  Assistant  DORA  Chief,  Diversity  Coordinator,  Fed-State 
Coor(«nalar.  Magnetic  Media  Specialist.  Public  Aflairt  Specialist  and  Acting  Team  l.eader. 


Sowce:  IRS  DORA  Ctiielt. 

We  analyzed  the  distribution  of  positions  across  the  31  doras.  Our  analysis 
showed  that  21  doras  lacked  1  or  more  of  the  required  qsecialist  positions 
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involving  economic,  statistics,  computer,  and  operations  research  skills. 
For  example,  Seattle  had  two  program  analysts,  one  operations  research 
analyst,  and  one  economist,  while  Los  Angeles  had  five  program  analysts, 
two  operations  research  analysts,  and  one  Fed-State  coordinator.  Neither 
site  had  a  statistician  or  a  computer  research  analyst 

Although  over  half  of  the  dora  positions  involved  specialist  skills,  doras 
had  difficulty  finding  such  staff.  Only  68  percent  of  the  dora  Chiefs  said 
their  staff  had  the  requisite  background  and  skills;  they  pointed  to  gaps  in 
skills  such  as  statistics,  economics,  and  operations  research.  Our  analysis 
showed  that  37  percent  of  the  staff  we  interviewed  had  some  research 
experience,  and  5  percent  had  spent  most  of  their  career  in  a  research 
capacity.  Of  dora  staff  holding  college  or  graduate  degrees,  about  half  of 
these  degrees  were  in  business  or  liberal  arts;  less  than  30  percent  related 
to  specialist  positions. 

Both  NORA  and  dora  officials  we  interviewed  pointed  to  the  iRS 

redeployment  agreement  and  limits  on  hiring  staff  fitim  outside  of  iRS  as 

barriers  to  getting  the  most  qualified  staff  for  doing  research.  Over 

50  percent  of  the  dora  staff  were  hired  as  redeployment  eligible.  Sixty-five 

percent  of  the  District  Directors  and  dora  Chiefs  said  the  redeployment 

agreement  limited  their  ability  to  staff  doras  with  the  most  qualified 

employees. 

Because  many  dora  staff  do  not  have  the  research  skills  needed,  nora  is 
working  on  ways  to  share  specialized  skills  across  the  research  projects 
and  IX3RAS.  Plar\s  call  for  identifying  the  necessary  specialist  skills  before 
starting  a  project  and  finding  specialists  from  nora  or  the  [)0Ras  who  can 
work  on  the  project  when  needed,  nora  officials  said  a  project  will  not 
start  if  needed  specialists  cannot  be  found. 

NORA  officials  agreed  that  dora  staff  could  benefit  from  more  specialized 
skills,  but  they  were  pleased  with  the  staff  overall  and  their  ability  to  learn. 
Given  these  views,  nora  has  executed  what  it  views  as  an  aggressive 
training  plan.  As  for  phase  I  of  the  training,  94  percent  of  the  dora  Chiefs 
viewed  it  as  at  least  generally  adequate;  83  percent  of  dora  staff  agreed. 
Staff  who  tiiought  the  training  could  be  improved  wanted  more  training  in 
statistics,  data  analysis,  economics,  research  design  and  methodology,  and 
computers.  A  nora  training  survey  of  [)ORa  staff  also  identified  similar 
training  needa  nora  officials  said  training  in  these  areas  is  being 
developed. 
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NOEiA  has  developed  a  plan  for  phase  Q  training  and  a  budget  of 
$3.5  million,  nora  has  planned  internal  computer  courses  and  external 
courses  on  topics  such  as  research  methods  and  use  of  research.  NORA 
officials  said  that  the  training  budget  had  been  fully  allocated  as  of 
March  1996,  but  that  funding  had  not  been  obligated.  If  the  funding  is  not 
received  soon,  projects  may  be  delayed. 


Research  Infrastructure 
Needs  Further 
Development 


IBS  has  not  completed  the  infraetructure  for  planning  and  managing  the 
research,  although  progress  has  been  made.  For  example,  until 
November  1995,  nora  had  not  started  to  develop  linkages  with  programs  in 
the  functions  that  used  market  segments  due  to  other  priorities.  Until  the 
linkages  are  developed,  unnecessary  duplication  may  occur  and 
opportunities  to  improve  these  programs  may  be  missed,  nora  officials 
said  linkages  wUl  be  made  when  functions  ask  for  profiles  and  research  by 
market  segment  as  well  as  through  the  compliance  plan. 


Objective  criteria  for  selecting  research  projects  had  not  been  fully 
established.  Without  such  criteria,  nora  cannot  ensure  that  staff  research 
the  m^uor  areas  of  noncompliance.  Our  interviews  and  review  of  the 
research  plan  showed  that  many  projects  arose  fi-om  districts'  or 
functions'  beliefs  about  the  m^or  areas  of  noncompliance.  Other  projects 
were  selected  with  more  objective  data  from  tcmp,  the  tax  gap,  or  other 
studies;  however,  such  data  reflected  compliance  in  the  1980s,  nora 
officials  acknowledged  a  desire  for  more  objective  and  recent  data  in 
selecting  projects  but  believed  that  enough  of  the  initial  projects  dealt  with 
known  compliance  problems  to  avoid  wasted  efforts.  The  officials  said 
cswGs  are  responsible  for  establishing  criteria  for  selecting  and  ranking 
projects  and  are  working  with  five  doras  on  such  criteria. 

CPCS  also  were  not  fully  developed.  As  of  December  1995,  districts  had 
established  28  of  the  31  cpcs;  most  cpcs  had  only  met  a  few  times,  largely 
to  get  organized.  Although  55  percent  of  the  cpc  members  we  interviewed 
said  CPCS  were  at  least  generally  effective,  21  percent  said  they  were  not, 
and  24  percent  thought  it  was  too  soon  to  tell,  cpcs  included  members  who 
managed  the  three  district  functions.  If  developed,  cpcs  could  help  link 
compliance  research  to  the  needs  of  the  district  functions. 

Starting  in  March  1996,  nora  implemented  a  system  to  start  tracking  the 
status  and  results  of  research  projects,  nora  relies  on  dora  staff  to  ii)put  a 
lot  of  data  about  the  projects  and  research  into  the  system.  However, 
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controls  over  accurate  and  complete  data  entiy  have  not  yet  been  fully 
developed. 


New  Approach  Lacks 
Success  Measures 


IRS  has  not  developed  specific  measures  for  evaluating  the  success  of  the 
new  research  approach.  Of  the  62  District  Directors  and  dora  Chiefs  we 
interviewed,  73  percent  cited  a  need  for  better  measures.  Most  of  these 
interviewees  suggested  measuring  impacts  of  the  research  on  compliance, 
particularly  by  market  segment  or  district  nora  £tnd  dora  officials  believed 
that  success  will  be  based,  in  part,  on  the  support  and  demand  for 
research  fi'om  the  three  functions. 


Two  cswGs  were  working  on  ways  to  meastire  success,  including  (1)  a  peer 
review  system  and  (2)  a  quality  review  of  the  research  process  and  its 
results.  NORA  expects  them  to  be  finished  during  the  spring  of  1996. 
Without  good  measures,  IBS  will  not  be  able  to  objectively  evaluate  its  new 
i^)proach.  iRS  faces  the  challenge  of  developing  valid  measures  that  will  be 
meaningful  to  customers  inside  and  outside  of  ids. 


Conclusions 


IBS'  goal  to  increase  total  compliance  with  the  tax  laws  to  90  percent  by 
2001  is  a  worthy  one.  Rs  estimates  have  shown  that  decades  of  attempting 
to  improve  compliance  through  enforcement  failed  to  raise  total 
compliance  above  about  87  percent  iRs'  new  approach  of  supplementing 
its  enforcement  efforts  with  rigorous  research  into  the  causes  of 
noncompliance  strikes  us  as  being  intuitively  logical 

On  the  basis  of  lessons  learned  fi-om  the  past,  KS  officials  believe,  and  we 
agree,  that  among  the  factors  needed  to  better  ensure  success  of  the  new 
approach,  at  least  five  stand  out  in  terms  of  relative  importance: 
(1)  support  for  the  research  throughout  ms,  (2)  objective  compUance  data 
that  are  readily  accessible  for  research,  (3)  skilled  staff  ciq}able  of  doing 
rigorous  research,  (4)  an  infi^structure  for  organizing  and  mai\aging  the 
research,  and  (5)  measures  to  evaluate  whether  the  new  approach  works. 

We  identified  several  issues  that  iRS  needs  to  address  in  terms  of  these  five 
critical  success  factors.  The  mixed  support  we  found  for  the  new  research 
approach  has  caused  tensions  within  irs  that  could  have  an  adverse  unpact 
on  potential  success.  The  fact  that  ms  might  not  have  objective  data 
available  when  needed  for  the  research  effort  may  make  it  difficult  to 
produce  useful  research  results  in  a  timely  manner.  Furthermore,  unless 
specialized  staff  are  available  when  and  where  needed,  the  research  effort 
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could  also  be  hampered.  Finally,  ms  has  not  yet  fully  developed  the 
infrastructure  needed  to  plan  and  manage  the  research,  nor  does  it  have 
measures  to  use  in  evaluating  the  success  of  the  new  ^preach. 

IRS  has  taken  or  planned  some  actions  to  address  these  issues.  It  has 
developed  mechanisms  designed  to  build  support  for  the  new  approach. 
Working  with  existing  resources  in  the  face  of  budget  constraints,  iRS  has 
developed  training  and  staff-sharing  programs  to  help  address  specialized 
stafiQng  needs.  iRS  is  also  working  to  (1)  enhance  the  intiastructure  by 
tracking  projects  and  linking  research  and  compliance  programs  and 
(2)  develc^  measures  for  evaluating  the  success  of  the  new  approach. 

Effectively  addressing  each  of  these  issues  should  enhance  irs'  potential 
for  success.  Thus,  it  is  important  that  ms  monitor  its  progress  in 
addressing  these  issues  and  position  itself  to  take  corrective  action  if  and 
when  needed. 


Recommendations 


We  recommend  that  the  ms  Commissioner 

develop  an  approach  for  monitoring  the  effectiveness  of  mechanisms 

established  to  build  support  for  the  new  approach  as  well  as  for  the 

staff-sharing  and  training  efforts  that  are  under  way  and,  if  necessary, 

make  modifications; 

devise  a  method  to  better  ensure  that  reliable  compliance  data  will  be 

available  when  needed  for  the  research  effort,  given  the  indefinite 

postponement  of  tcmp; 

set  a  schedule  for  completing  cris,  monitor  its  progress,  and  take  the 

necessary  actions  to  resolve  identified  problems;  and 

establish  milestones  and  monitoring  mechaiusms  for  (1)  completing  the 

infrastructure  needed  to  organize  and  mancige  the  research  effort  and 

(2)  developing  the  measures  needed  for  evaluating  success. 


Agency  Comments 
and  Our  Evaluation 


We  obtained  oral  comments  on  a  draft  of  this  report  fi-om  senior  ms 
officials  in  a  meeting  on  April  22,  1996.  iRS  ofBcials  included  the  National 
Director  for  Compliance  Research,  the  Chief  of  National  OfBce  Research 
and  Analysis,  and  a  representative  from  iRs'  Office  of  Legislative  Affairs.  In 
general,  these  officials  agreed  that  the  report  accurately  reflects  the  key 
issues  in  ms'  new  compliance  research  and  analysis  approach.  They 
further  agreed  with  our  conclusions  and  recommendations  and  noted  the 
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following  actions  were  being  planned  or  taken  on  each  of  our  four 
recommendations. 

First,  in  developing  an  approach  for  monitoring  mechanisms  for  building 
support  and  efforts  in  staff  sharing  and  training,  the  iRS  officials  said  they 
will  be  monitoring  all  such  mechanisms  and  efforts,  particularly  use  of  the 
cooperative  strategy  and  other  outreach  efforts  about  the  new  approach. 
Second,  in  devising  a  method  to  provide  reliable  compliance  data,  these 
officials  acknowledged  the  problems  with  losing  the  comprehensive, 
top-down  measures  of  tcmp  but  said  ms  has  sufficient  compliance  data  in 
the  short  term  for  the  research  work  to  continue. 

Third,  these  officials  said  action  is  already  being  taken  to  set  a  schedule 
for  completing  cms,  monitoring  its  progress,  and  resolving  related 
problems.  Recently,  iRS  has  required  all  computer  systems  under 
development,  including  cris,  to  have  established  milestones  and  a 
completion  schedule  that  will  be  monitored  internally.  Foiuth,  in 
establishing  milestones  and  monitoring  the  completion  of  the 
infrastructure  as  well  as  of  the  measures,  the  iRS  officials  said  the  fiscal 
year  1997  research  plan  will  provide  the  means  for  doing  these  activities. 
They  said  irs'  new  system  for  tracking  the  status  and  results  of  research 
projects  is  expected  to  be  operational  by  June  1996,  and  measures  for 
evaluating  the  success  of  the  new  research  approach  are  being  developed. 


This  report  contains  recommendations  to  you.  The  head  of  a  federal 
agency  is  required  by  31  U.S.C.  720  to  submit  a  written  statement  on 
actions  taken  on  the  recommendations  to  the  Senate  Committee  on 
Governmental  Affairs  and  the  House  Committee  on  Government  Reform 
and  Oversight  not  later  than  60  days  after  the  date  of  this  letter.  A  written 
statement  also  must  be  sent  to  the  House  and  Senate  Committees  on 
Appropriations  with  the  agency's  first  request  for  appropriations  made 
more  than  60  days  after  the  date  of  this  letter. 

Copies  of  this  report  are  being  sent  to  interested  congressional 
committees,  the  Director  of  the  Office  of  Management  and  Budget,  the 
Secretary  of  the  Treasuiy,  and  other  interested  parties.  It  will  also  be  made 
available  to  others  upon  request 
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M^jor  contributors  to  this  report  are  listed  in  appendix  VI.  Please  contact 
me  on  (202)  612-9044  if  you  or  your  staff  have  any  questions  about  this 
report 

Sincerely  yours, 


Natwar  M.  Gandhi 
Associate  Director,  Tax  Policy  and 
Administration  Issues 
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Appendix  I 

Summary  of  Compliance  2000  Projects  Data 
Collection  Instrument 


This  appendix  contains  a  summai?  of  the  results  from  our  data  collection 
on  Compliance  2000  Projects.  We  provided  a  data  collection  instrument  to 
re^onsible  officials  at  31  District  Offices  of  Research  and  Analysis  (dora) 
for  completion  during  the  summer  of  1995.  (doras  are  not  an  outgrowth  of 
Compliance  2000.  Comphance  2000  was  a  district  (old  63-district 
configuration)  configuration.  However,  we  chose  to  collect  data  fixjm  the 
DORAS  because  many  of  the  doras  had  received  dsUa  from  Compliance  2000 
offices  after  they  were  closed.)  Of  the  31  doras,  28  reported  information 
on  133  Compliance  2000  projects. 

We  found  that  important  information  was  unavailable  for  most  of  the 
projects.  For  example,  none  of  the  projects  reported  whether  compliance 
improved  or  not  Of  133  reported  projects,  70  reported  no  information  on 
either  the  results  or  the  resources  spent  Of  the  63  for  which  such 
information  was  available,  35  provided  information  on  the  resources,  37 
provided  information  on  enforcement  results  (e.g.,  dollars  assessed  and 
returns  obtained),  and  24  provided  information  on  nonenforcement 
activities  (e.g.,  number  of  seminars  held  and  publications  issued).  Table  I.l 
provides  this  information  by  ix)Ra. 
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Appendix  1 

Snmiiuiy  of  Compliance  2000  Projecta  Data 

Collection  Inatmment 


Table  1.1 :  Compliance  2000  Projects  by  DORA  and  by  Data  Available  on  Compliance  Results  and  Resources  Used,  as  of  the 
Summer  of  19S5 

Number  of  projects  with  data  on: 


Number  of  projects 


Dollars  assessed 

and  amended 

returns* 


Nonenforcement 
treatments" 


Numtwr  of  projects 
Resources  used'  with  no  results 


Atlanta 

8 

5 

1 

2 

2 

Baltimore 

8 

0 

4 

0 

4 

Boston 

6 

2 

2 

0 

2 

Brooklyn 

4 

2 

0 

2 

2 

Buffalo 

9 

6 

1 

1 

2 

Cfiicago 

1 

0 

0 

0 

0 

Dallas 

4 

1 

3 

1 

0 

Detroit 

4 

2 

1 

4 

1 

Fort  Lauderdale 

2 

1 

1 

0 

0 

Greensboro 

2 

0 

0 

2 

2 

Hartford 

9 

0 

0 

2 

9 

Houston 

2 

0 

1 

0 

1 

Indianapolis 

2 

0 

1 

2 

1 

International 

2 

2 

0 

0 

0 

Jacksonville 

4 

3 

0 

1 

0 

Laguna  Niguel 

1 

1 

0 

0 

0 

Los  Angeles 

2 

1 

1 

2 

0 

f^ilwaukee 

6 

2 

2 

4 

2 

Nasfiville 

19 

0 

1 

0 

18 

New  Orleans 

4 

3 

1 

3 

0 

Newark 

2 

1 

0 

0 

1 

Philadelpfiia 

3 

0 

0 

0 

3 

Richmond 

3 

2 

1 

1 

0 

San  Francisco 

6 

0 

0 

0 

6 

San  Jose 

2 

0 

0 

1 

2 

Seattle 

12 

2 

2 

5 

8 

St.  Louis 

4 

0 

1 

0 

3 

St.  Paul 

2 

1 

0 

2 

1 

Total 

133 

37 

24 

35 

70 

"The  column  "dollars  assessed  and  amended  relurns*  includes  dollars  assessed  and  assessed 
and/or  collecled  (rom  amended  returns 

"The  column  "nonenforcement  Irealments*  includes  education  and  outreach  assistance 

•^The  column  'resources  used'  includes  staff  hours,  staff  years,  arxj  direct  exam  lime. 
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Appendix  I 

Snnunary  of  Compliance  2000  Prqjects  Data 

Collection  Inatruinent 


Furthermore,  we  noticed  that  many  projects  dealt  with  the  same  general 
topic,  such  as  compliance  in  filing  information  returns  on  miscellaneous 
income,  nonfilers,  and  tax-exempt  organizations.  Table  1.2  shows  that  of 
the  133  projects,  72  duplicated  at  least  one  project. 


Table  1.2:  Compliance  2000  Projects 
and  Locations  Duplicating  the  Same 
Tax  Issue  or  Market  Segment,  as  of  the 
Summer  of  1995 


Tax  compliance  by  Issue  or  market 
segment 

Number  of 
projects' 

Number  of 
locations' 

Information  reporting  of  miscellaneous 
income 

10 

8 

Nonfilers  of  tax  returns 

10 

8 

New  businesses 

7 

6 

Tip  income  reporting 

a 

7 

Casinos,  bingo,  and  other  gambling 

6 

5 

Profiling  ctiaracteristics  of  taxpayers 

4 

4 

Collection  Division's  worldoad  inventory 

3 

2 

Residential  contractors/Homebuilders 

3 

3 

Real  estate  industry 

4 

4 

Real  estate  tax  deduction 

3 

2 

Tax  preparers 

3 

2 

Skybox/Club  seats  lease  tax  deduction 

3 

2 

Tax  exempt  organizations 

2 

2 

Cfiild  ca'e  credit 

2 

2 

Earned  income  credit 

2 

2 

Tobacco  industry 

2 

2 

Otiiers' 

61 

61 

Total 

133 

122 

'The  category  of  "olhers*  includes  a  wide  variety  o(  projects,  such  as  those  dealing  with 
compliance  in  an  industry  (eg  .  lood  and  beverage,  tobacco,  and  construction),  specialty  taxes 
(eg,  excise)  employee  plans,  passive  losses,  and  governrrient  contractors 

""Some  projects  covered  more  than  one  tax  issue  or  market  segment. 

■^Some  locations  reported  conducting  more  than  or>e  project  in  the  same  tax  issue  or  market 
segment. 
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Compliance  Research 
and  Planning  Cycle 


Table  11.1:  Compliance  Research  and 
Planning  Cycle 


This  appendix  contains  information  on  various  aspects  of  the  new 
compliance  research  approach.  It  provides  details  on  the  research 
infrastructure  needed  to  sustain  the  new  approach. 


As  envisioned,  the  National  Office  of  Research  and  Analysis  (nora)  and  the 
District  Offices  of  Research  and  Analysis  (dora)  will  coUaboraite  to 
conduct  new  activities  that  form  a  disciplined  research 
cycle — Compliance  Research  and  Planning  Cycle.  This  cycle  encompasses 
10  steps  in  addressing  a  compliance  problem.  Table  n.l  describes  each  of 
these  steps. 


Step 

Title 

Description 

1 

Measure 
compliance  rates 

Measure  levels  of  compliance  across  market 
segments  in  (1)  filing  timeliness,  (2)  reporting 
accuracy,  and  (3)  pay.ng  taxes  owed  in  full  and  on 
time. 

2 

Identify  market 
segments 

Identify  and  rank  market  segments  with  significant 
compliance  problems. 

3 

Profile  market 
segments 

Profile  market  segments  to  identify  patterns  of 
noncompliance,  validate  their  selection,  and  enrich 
the  understanding  of  the  common  characteristics 
that  distinguish  a  given  segment  from  other    - 
segments. 

4 

Identity  problems 
and  treatments 

Identify  potential  treatments  to  improve  compliance 
after  determining  and  understanding  the 
causes/reasons  for  noncompliance. 

5 

Test  or  implement 
treatments 

Test  treatments  to  determine  if  they  have  produced 
significant,  measurable  improvements  in  a  market 
segment's  compliance  level  over  an  original 
baseline. 

6 

Measure  effect  of 
treatments 

Remeasure  compliance  levels  and  evaluate 
whether  the  applied  treatments  were  effective  in 
improving  the  compliance  of  market  segment. 

7 

Generate 
compliance  plan 

Generate  the  compliance  plan  to  drive  all 
compliance-related  workload  for  IRS. 

8 

Allocate 

compliance 

resources 

Allocate  compliance  resources  to  match  needs  with 
staff  and  other  resources  at  national  and  district 
levels. 

9 

Plan  compliance 
workload 

Plan  compliance  workload  to  match  staff  (grade 
and  skill  levels)  to  the  scheduled  work. 

Select  compliance    Select  compliance  workload  by  identifying  cases, 
workload                   accounts,  or  groups  of  taxpayers  to  work  in  a  way 
that  will  meet  plan  obiectives  within  the  district  work 
plan  schedules  and  resources 


Source.  National  Office  of  Research  and  Analysis.  IRS 
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National  Office  of 
Research  and  Analysis 


NORA  is  responsible  for  supporting,  guiding,  and  coordinating  work  at 
DORAS.  The  first  priority  of  NORa  was  to  establish  doras  and  ensure  that 
they  were  staffed,  equipped,  and  operational,  nora  also  is  responsible  for 
evaluating  the  overall  research  approach  and  its  components. 

Specifically,  nora  is  to  (1)  work  with  all  levels  and  functions  in  a 
consulting  role  to  support  market  research  activities,  (2)  assist  National 
Office  and  field  executives  in  institutionalizing  Compliance  2000, 
(3)  provide  compliance  data  necessary  to  develop  a  multiyear  strategic 
compliance  plan,  (4)  develop  new  case  selection  criteria  that  are  based  on 
market  research,  (5)  supply  data  to  the  national  portion  of  the  compliance 
plan,  (6)  propose  national  initiatives  to  improve  compliance  in  selected 
market  segments,  (7)  advise  and  issue  progress  reports  to  the  Director  of 
Research  and  Chief  Compliance  Officer,  (8)  review  doras'  work  to  ensure 
that  national  program  objectives  are  met,  (9)  ensure  that  doras  provide 
quality  service,  (10)  develop  methods  for  measuring  the  compliance  of 
various  market  segments,  (11)  ensure  consistent  and  fi-equent 
communication  and  feedback  with  internal  and  external  stakeholders, 

(12)  ensure  that  dora  training  needs  are  identified  and  met,  and 

(13)  provide  guidance  and  control  to  doras  in  handling  external  data. 


District  Offices  of 
Research  and  Analysis 


The  primary  fiinction  of  each  dora  site  is  delivery  of  a  local-level 
compliance  research  capability  using  local  knowledge  and  resources,  dora 
staff  are  to  be  primarily  responsible  for  providing  information,  guidance, 
and  counsel  to  the  district  offices  on  methodologies  and  strategies  that 
address  areas  of  noncompliance,  given  resource  allocation  constraints, 
and  compliance  plan  objectives. 

As  DORA  staff  learn  to  do  compliance  research,  they  are  expected,  in  the 
short  term,  to  (1)  learn  proper  research  procedures  and  processes,  such  as 
techniques,  methodologies  and  data  analysis,  data  sources,  security,  and 
privacy  issues;  (2)  research  and  evaluate  local  external  data  sources; 
(3)  begin  assessing  the  potential  for  additional  market  segments  and 
estimjiting  the  nonfiler  population;  (4)  leam  elements  and  practice  proper 
usage  of  internal  and  external  data;  and  (5)  provide  data  and 
measurements  for  past  Compliance  2000  projects. 


Cooperative  Strategy 
Working  Groups 


The  Cooperative  Strategy  Working  Groups  (cswg)  were  established  to 
design,  plan,  and  implement  decisions  that  help  maintain  the  vitality  of  the 
new  research  ^proach.  nora  and  doras  provide  the  members.  B^h  group 
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is  to  have  a  statement  that  describes  its  responsibilities,  composition,  and 
schedule,  llie  groups  are  expected  to  develop  guidelines  to  ensure  the 
effectiveness  of  their  work.  However,  interim  guidelines  to  help  get  cswgs 
started  were  developed  by  nora. 

CSWGS  are  to  be  implemented  in  three  stages:  (1)  "First- Wave,"  by  the 
beginning  of  fiscal  year  1995;  (2)  "Second-Wave,"  by  the  end  of  fiscal  year 
1995;  and  (3)  "Longer  Term."  E^h  stage  represents  a  series  of  working 
groups.  The  First- Wave  stage  consisted  of  the  Policy  and  Governance, 
Data  Development  and  Planning,  Education  and  Training,  Profiling,  and 
Communications  cooperative  strategy  working  groups.  The  Second- Wave 
stage  consisted  of  the  Compliance  Studies  and  Tests,  nora/dora  Research 
Planning,  and  Systems  Development  cooperative  strategy  working  groups. 
The  Longer  Term  stage  consists  of  the  Resources  Cooperative  Strategy 
Working  Group.  The  following  describes  each  of  these  groups. 

Policy  and  Governance  Cooperative  Strategy  Working  Group;  (1)  identifies 
compliance  research  issues;  (2)  determines  procedural  requirements  for 
NORA  and  DORAs;  and  (3)  formulates  and  recommends  policies  and 
procedures  to  address  those  issues  and  requirements. 

Data  Development  and  Plaiuiing  Cooperative  Strategy  Working  Group: 
(1)  exercises  oversight  and  operational  roles  in  the  design,  development, 
acquisition,  use,  maintenance,  and  evaluation  of  internal  and  external  data 
and  (2)  measures  the  support  of  compliance  research  operations. 

Eklucation  and  Training  Cooperative  Strategy  Working  Group:  carries  out 
the  oversight,  development,  and  operation  for  internal  and  external 
training  provided  to  nora  and  dora  staff. 

Profiling  Cooperative  Strategy  Working  Group:  (1)  oversees  market 
segmentation  and  profiling  operations  and  (2)  formulates  and 
recommends  profiling  standard  procedures  and  the  design  and  testing  of 
compliance  measures. 

Communications  Cooperative  Strategy  Working  Group:  oversees, 
develops,  and  maintains  mechanisms  and  the  media  for  communications 
on  compliance  research. 

Compliance  Studies  and  Tests  Cooperative  Strategy  Working  Group: 
(1)  oversees  compliance  studies  and  tests  and  (2)  recommends 
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compliance  research  standards  for  conducting,  analyzing,  and  reporting 
compliance  studies  and  trejitment  tests. 

NORa/dora  Research  Planning  Cooperative  Strategy  Working  Group: 

(1)  develops  and  provides  input  into  the  compliance  plan  and  (2)  reviews 
other  IRS  plans. 

Systems  Development  Cooperative  Strategy  Working  Group:  (1)  oversees 
the  design,  development,  implementation,  and  evaluation  of  the 
technology  used  in  compliance  research  and  (2)  addresses  issues 
regarding  the  hardware,  software,  and  telecommunications  surrounding 
compliance  research. 

Resources  Cooperative  Strategy  Working  Group:  (1)  determines  staffing 
and  financial  resources  requirements  for  all  compliance  research  and 

(2)  ensures  that  resources  are  allocated  according  to  the  compliance  plan. 


Compliance  Planning 
Council 


The  CompUance  Planning  Council  (CPC)  is  to  be  responsible  for 
multifunctional  integration,  planning,  and  coordination  of  compliance 
activities  within  the  District  Compliance  activities  are  expected  to  focus 
on  research,  identification  of  market  segments,  and  development  of 
strategies  to  deal  with  noncompUant  behavior.  Specific  activities  of  cpcs 
may  include 

advising  the  District  Director  and  assisting  in  the  identification  and 

prioritization  of  the  ix)Ra  workload, 

approving  and  allocating  resources  to  compliance  treatment  plans  and 

other  multifunctional  compUsmce  initiatives, 

monitoring  ongoing  progress  of  projects  and  initiatives,  and 

ensuring  consistent  and  frequent  communication  and  feedback  with 

internal  and  external  stakeholders. 

CPC  membership  may  consist  of  the  ( 1)  Chief  of  Examination,  (2)  Chief  of 
Collection,  (3)  Chief  of  Taxpayer  Service,  (4)  Chief  of  Criminal 
Investigation,  (5)  Chief  of  dora,  (6)  Chief  of  Information  Systems  Division, 
(7)  Disclosure  Officer,  (8)  President  of  the  National  Treasury  Employees 
Union,  (9)  Problem  Resolution  Officer,  (10)  District  Counsel,  (11)  Appeals, 
and  (12)  Employee  Plans/Equal  Employment  Opportunity. 
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Research  Plan 


Tlie  research  plan  is  to  apply  nora  and  dora  staff  resources  to  national 
workload  during  fiscal  year  1996  and  beyond.  Resources  are  to  be  used 
eCBdently  to  avoid  unnecessary  duplication  of  effort  The  plaii  is  to  link 
nora/dora  work  to  ids'  fiscal  year  1996  Business  Master  Plan  and  to  the 
m^or  components  of  the  tax  gap. 

The  research  plan  is  to  lay  out  research  projects  that  can  have  a  national 
impact  on  compliance  and  assigns  the  projects  to  one  or  more  doras.  It  is 
to  cover  fiscal  years  1996  through  1998,  and  be  flexible  enough  to 
accommodate  new  opportunities  and  new  research  findings  to  redirect 
national  efforts. 


Compliance  Plan 


The  compliance  plan  is  to  set  forth  all  compliance-related  workload  for 
IRS.  The  scope  and  duration  of  the  activities  it  mandates  are  likely  to 
occupy  several  years.  The  compliance  plan  is  expected  to  comprise  both 
enforcement  and  nonenforcement  activities.  For  this  reason,  it  is  expected 
to  mandate  actions  both  for  functions  within  the  Chief  Compliance  Officer 
organization  as  well  as  for  functions  with  Customer  Service  organizations. 
When  the  national  component  of  the  compliance  plan  includes  activities 
that  transcend  Chief  Officer  organizational  boundaries,  it  is  to  be  issued 
jointly  by  the  Chief  Officers  concerned.  Once  officially  issued,  the 
compliance  plan  is  to  become  the  basis  for  final  resource  allocations, 
functional  workplans,  and  worldoad  selections. 
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This  appendix  contains  additional  infonnadon  on  the  final  Compliance 
Research  Information  System  (cms)  database.  It  provides  more  details  on 
the  CRis  infrastructure  and  types  and  sources  of  data  required. 

As  envisioned,  cms  will  be  the  primjiry  integrated  research  tool  used  for 
compliance  research  and  analysis.  Plans  call  for  eras  to  be  an  integrated 
network  of  10  databases  containing  a  sample  of  internal,  external,  and 
multiyear  data,  which  is  to  be  accessible  to  neitional  and  district  office 
personnel  to  support  analyses  of  voluntary  compliance  rates  and  levels. 
CRIS  is  expected  to  enable  ns  to  develop  working  hypotheses  on  the  means 
to  increase  voluntary  compliance,  test  the  hypotheses,  evaluate  the  results, 
and  make  decisions  on  how  to  implement  the  new  strategies,  irs  also 
envisions  that  CRis  will  improve  both  the  quantity  and  quality  of  data  as 
well  as  sophisticated  analysis. 

The  vast  m^uority  of  CRis  data  is  ejqaected  to  come  from  statistically 
reliable  samples  drawn  from  the  following  ms  data  sources:  (1)  the 
individual  master  file  and  returns  transaction  file,  (2)  the  business  master 
file  and  returns  transaction  file,  (3)  various  other  internal  master  files, 
(4)  results  data  from  the  Taxpayer  Compliance  Measurement  Program, 
and  (5)  various  other  taxpayer  surveys  and  studies. 

The  only  external  data  planned  for  Cfos  are  census  data  However,  external 
data  may  be  used  for  follow-on  research  after  noncompliant  market 
segments  are  identified  by  the  objective  application  of  CRis  measures  to 
internal  ms  sample  data  External  data  sources  will  not  be  appended  on  a 
taxpayer-by-taxpayer  basis  to  internal  CRis  data  cris  is  designed  to  be  a 
sample  with  no  taxpayer  identifiers. 

All  internal  CRis  data  are  to  be  transmitted  electronically  or  via  magnetic 
t^pe.  External  data  are  to  be  provided  to  the  CRis  system  via  magnetic  tape. 
Validity  and  consistency  checks  will  be  performed  on  internal  data  before 
their  input  to  cris.  irs  also  plans  to  validate  data  firom  external  sources. 

As  plaimed,  most  of  the  information  in  the  cris  system  is  to  be  updated 
once  a  year,  although  some  data  may  need  to  be  updated  as  often  as  every 
3  months.  Data  from  external  sources  are  to  be  updated  on  an  as-needed 
or  as-available  basis.  Samples  are  to  represent  taxpayers  from  the  ciurent 
year  and  2  previous  years.  To  provide  the  data  needed  for  specialized 
market  segmentation,  the  cris  system  is  to  comprise  10  databases,  irs  has 
come  up  with  the  following  10  database  models. 
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(1)  Form  1040  Individual/Family  Filers  (income  tax  filers  using  forms  1040, 
1040A,  and  1040EZ) 

(2)  Corporations 

(3)  Sub-Chapter  S  Corporations  (corporations  that  file  under  the  chs^ter  S 
provision  distribute  corporate  income  and  losses  to  their  shareholders) 

(4)  Partnerships 

(5)  94X  Employers  (Employers  filing  Forms  940, 941, 943,  etc.) 

(6)  Flduclaiy 

(7)  Individual  Non-filer  Case  Leads  (operational  data) 

(8)  Industries 

(9)  Collection  Research  File  (operational  data) 

(10)  Audit  Information  Management  System  (operational  data) 

The  only  datstbase  that  is  currently  being  developed  is  the  Form  1040 
Individual/Family  Filers  Database.  It  consists  of  a  stratified  random 
sample  of  the  uiuverse  of  individual  taxpayer  siccounts  for  a  specific  tax 
period.  The  database  includes  general  entity  information  and  account 
information  on  the  current  and  2  prior  years'  returns,  as  well  as  tax  return 
line  items  for  the  current  and  2  prior  years.  Related  data  include 
information  return  documents  and,  for  Schedule  C  and  F  filers,  data 
extracted  from  the  business  master  and  returns  transaction  files,  the  payer 
master  file,  the  employee  plans  master  file,  and  various  other  internal 
sources. 

The  1040  Filers  Database  is  to  be  comprised  of  17  data  tables  and  a  total  of 
over  2,600  attributes.  TTie  tables  and  attributes  are  as  follows: 

1.  1040  Tax  Return  and  Filing  Entity  Data  Table:  Describes  the  taxable 
entity  that  filed  a  tax  return  in  the  1040  family  (1040/1040A/1040EZ,  etc.) 
for  a  particular  year  -  661  attributes 

2.  Eiitity's  Individual  Data  Table:  Describes  the  characteristics  of  the 
individual(s)  that  comprise  a  taxable  entity  - 145  attributes 

3.  Return's  Status  History  Data  Table:  Describes  a  return's  various  status 
changes  - 12  attributes 

4.  Return's  Audit  and  Processing  Codes  Data  Table:  Describes 
miscellaneous  codes  that  may  be  generated  while  the  tax  return  is  being 
processed  or  audited  -  4  attributes 
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5.  Return's  Transaction  History  Data  Table:  Describes  selected  action 
taken  on  a  return  by  the  taxable  entity,  such  as  paying  estimated  taxes,  as 
well  as  by  nts,  such  as  assessing  additional  taxes  after  an  audit  -  90 
attributes 

6.  Elntily's  Business  Data  Table:  Describes  the  characteristics  of  each 
solely  owned  farm  (Schedule  F)  or  other  business  (Schedule  C)  that 
belongs  to  the  taxable  entity  -  61  attributes 

7.  Entity's  Prior  Year  Data  Table:  Describes  some  characteristics  of  the 
return  filed  by  the  same  taxable  entity  in  the  year  preceding  the  year  of  the 
sample  - 122  attributes 

8.  1990  Census  Data  Table:  Demographic  data  -  500  attributes 

9.  Individual's  Civil  Penalties  Data  Table:  Describes  each  penalty 
transaction  associated  with  an  individual,  such  as  W-4  abuse  -  63  attributes 

10.  Income  Information  Received  Data  Table:  Describes  certain  income 
information  about  the  individual  that  is  submitted  by  employers  and  banks 
-  92  attributes 

11.  Other  Information  Received  Data  Table:  Describes  other  information 
about  the  individual  that  is  submitted  by  third  parties,  such  as  trust 
distributions  and  casinos  -  67  cittributes 

12.  Individual  as  Payer  Data  Table:  Describes  the  documents  the  individual 
submits  for  payments  made  to  personal  subcontractors  -  46  attributes 

13.  Entity  as  Employer  Data  Table:  Describes  information  from  certain 
business  tax  returns  filed  by  solely  owned  farm/business  with  employees 
or  excise  tax  requirements  - 154  attributes 

14.  Federal  Insurance  Contributions  Act  (PICA)  Tax  Data  Table:  Annual 
PICA  information  - 183  attributes 

16.  Federal  Unemployment  Tax  Act  (FUTA)  Data  Table:  Annual  FUTA 
pajrments  - 161  attributes 

16.  Excise  Tax  Data  Table:  Annual  excise  payments  - 169  attributes 
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17.  Employer  as  Payer  Data  Table:  Describes  the  documents  the  employer 
submits  for  payments  made  to  business  subcontractors  -  46  attributes 
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This  appendix  combines  the  resiilts  of  five  data  collection  instniments 
used  to  conduct  structured  interviews  with  District  Directors;  Chiefs  of 
DORA,  Examination,  Collection,  and  Taxpayer  Service;  and  dora  staff.  In 
total,  we  interviewed  293  officials  fi-om  April  to  December  1995.  Some 
percentages  may  not  equal  100  due  to  rounding. 

Note:  Appendix  IV  only  presents  responses  to  all  scaled  questions  and  to 
those  open-ended  questions  that  are  discussed  in  the  report 
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Service;'  and  139  DORA 
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55 
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0 
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13 

DORA  Staff 

12 

9 

76 

55 

27 

19 

10 

7 

3 

2 

11 

8 

I.e<;iend: 

•  Number 
%  Percent 


'There  were  92,  as  opposed  to  93,  Chiefs  of  Examination,  Collection,  and  Taxpayer 
Service  because  the  International  District  only  had  a  Chief  of  Customer  Service  and  a 
Chief  Comphance  Officer.   For  analysis  purposes,  the  responses  by  the  Chief  of 
Customer  Service  will  be  shown  with  the  Chiefs  of  Taxpayers  Service  and  the 
responses  of  the  Chief  Compliance  Officer  will  be  shown  with  the  Chiefs  of 
Examination  and  the  Chiefs  of  Collection. 
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Intervtewi 


All  293  Interviewees  responded  to  this  question:   11  District  □Irectors; 
31  DORA  Chiefs;  93  Chiefs  of  Exsainstioo.  Collection,  and  Tajvayer 
Service;  and  139  DORA  staff. 


6.S% 

1. 
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To  a  very  great  extent 

31.4% 

2. 
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To  a  great  extent 

27.6% 

3. 
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To  a  moderate  extent 

n.4% 
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To  some  extent 
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Chief  of 
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DORA  Chief 

4 

13 

15 
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4 

1 

10 

DORA  Staff 

9 

« 

52 

40 

12 

5 

4 

21 

15 

A  total  of  154  interviewees  responded  to  this  question;   31  District 
Directors;  31  DORA  Chiefs;  and  92  Chiefs  of  Examination.  Collection,  and 
Taxpayer  Service. 

The  most  coamon  responses  to  this  question  included:  (1)  Con^liance 
2000  projects.  (21  Information  Oatharing  Projects,  (31  Retunis  Case 
Processing  System,  and  (41  anecdotal  research. 
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WhAt  l«aBo&Sr  if  any/  mr*  l*azn«d  froo  thaa*  prior  actlTltl*aT 

A  total  of  194  interviewees  responded  to  this  question:   28  District 
Directors:  27  DORA  Chiefs;  63  Chiefs  of  Examination.  Collection,  and 
Taxpayer  Service;  and  56  DORA  staff.   (On  the  basis  of  a  response 
provided  to  a  previous  question,  some  officials  skipped  this  question.) 

Officials  commonly  cited  the  following  lessons  learned;   (1}  internal 
and  external  data  must  be  accessible,  complete,  and  accurate;  (2)  staff 
must  be  trained  to  do  research;  (3)  district/functional  coordination  is 
essential;  (4)  national  support  and  buy-in  are  needed;  (5)  enforcement 
and  nonenforcement  techniques  are  needed  to  aolve  c«iQ)liance  problems] 
and  {6)    obtaining  resources  [staff,  funding,  equipment,  etc.)  is 
crucial.   Officials  also  comnonly  stated  that  they  need  a  research 
methodology/ infreistructure  to  plan,  miuiage.  conBtnmicate,  and  monitor 
projects,  that  they  need  to  be  able  to  measure  changes  in  conpliance 
levels  to  determine  the  effectiveness  of  treatments,  and  that  they  need 
time  to  produce  results. 

leaaons  l*am»d  when  forBulatlng 
epC7 

All  31  DORA  Chiefs  responded  to  this  question. 

54.8%  1.  □  Definitely  yes 

35. S%  2.  □  Probably  yea 

3.2%  3.  □  Probably  not 

0%  4.  D  Definitely  not 

6.5%  5.  O  uncertain 
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To  «bat  «Jct«Bt,  if  at  *11«  do  yo«  b«li«v«  tbo  HORJl/DOlUL  appro*^  to 
coapli«&oa-baaod  rwarch  will  bo  aoro  coat  offfoctlTo  than  tboao 
provlcoa  attaapcar 

A  total  of  19S  intervleweaa  responded  to  this  question:   29  District 
Directors;  29  DORA  Chiefs;  86  Chiefs  of  Examination,  collection  and 
Taxpayer  Service;  and  SL  DORA  staff.   (On  the  basis  of  a  response 
provided  to  a  previous  question,  sotne  officials  skipped  this  question 
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13 
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14 

DORA  Staff 

10 
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14 
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0 
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peoend i 
•  Number 
%  Percent 


■hat  la  tba  prcjaotad  coat  of  your  aita  io  FT  1995,  la  FT  199C? 

All  31  DORA  Chiefs  responded  bo  this  question. 


Staffing: 
TrainliKT: 

Equipnant : 


About  $1S  million 
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What  do  you  consider  tbs  DORXs'  prlAsry  rsspouslbllitiss  to  bs7 

A  total  of  201  interviewees  responded  to  this  question:   31  District 
Directors,  31  DORA  Chiefs,  and  139  DORA  staff. 


The  most  coinmon  response  to  this  question  was  compliance  research 
(analyze,  profile,  identify  problems,  implonent  treatntents,  etc.). 
Other  responses  included:   (1)  assist  other  divisions  (e.g.,  workload 
selection);  (2)  conduct  local  projects;  (3)  serve  as  liaison  to 
market/educate  IRS,  taxpayers,  and  external  stakeholders;  and  (4) 
administrative,  training,  and  systems  duties. 


The  first  part  of  this  question  was  asked  to  all  DORA  Chiefs.   The 
second  part  was  asked  to  all  293  interviewees:   31  District  Directors; 
31  DORA  Chiefs;  92  Chiefs  of  Examination,  Collection,  and  Taxpayer 
Service;  and  139  DORA  staff. 

Regarding  the  E)ORAs '  greatest  benefits  realized  thus  far,  interviewees 
most  commonly  stated:   (1)  the  completion  of  nationally  scoped  projects 

(e.g.,  automotive  profile);  [21  the  review  of  local  projects  [e.g., 
information-gathering  projects);  (3)  the  completion  of  local  projects 

(e.g.,  electronic  filing  and  reasonable  e}Q>ense  determination);  (4)  the 
training  courses,  which  enhanced  staff  skills;  (Si  various  intangible 
benefits,  such  as  the  culture  change  ain6   increased  functional 
communication;  and  (6)  the  establishment  of  DORA  itself  as  a  new 
approach. 

four  challangtts  you  Cao*  in  Inaraaaljaff  th* 

All  293  interviewees  responded  to  this  question:   31  District  Directors; 
31  DORA  Chiefs;  92  Chiefs  of  Examination,  Collection,  and  Taxpayer 
Service;  and  139  DORA  staff. 

The  most  commonly  cited  challenges  included  obtaining:   (1> 
organizational/functional  support,  (2)  qualified  staff,  (3)  adequate 
training,  (4)  good  data,  (5)  financial  resources,  and  (6)  time  to 
produce  products  and  results.   Other  challenges  were  executing  the 
compliance  research  cycle,  coimnunicating  with  internal  and  external 
stakeholders,  measuring  the  success  of  DORA  efforts,  and  ensuring  the 
privacy/security  of  taxpayer  data. 

Bow  la  tb«  «ueo*a«  of  ycmr  DOItX  b«ing  mmmmuxmA7 


plana,  to  v^ich  DORAs  must  also  adhere.   For  fiscal  year  1995,  the  basic 
requirements  of  the  DORAa  were  to  become  operational  in  terms  of 
staffing,  training,  data,  etc.   Other  ways  officials  stated  that  DORAs 
were  being  measured  included:   (1)  completing  profiling  assignments,  (2) 
identifying  noncompliance,  (3)  increasing  complieuice  levels  for  the  long 
term,  and  (4)  fulfilling  performance  expectations. 
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otbar  Msaxur**  of  DOItA  success  are 
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2            II 
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« 
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%     1 

District  Director 
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ei 
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19  1 

DORA  Chief 

20 

65 
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3e  II 

«  Number 
%  Percent 


If  y*s#  pLsss*  AMpIaln. 

There  were  various  responses  to  this  question.   However,  most  District 
Directors  and  DORA  Chiefs  said  chat  a  good  measure  of  DORA  success  would 
be  to  analyze  changes,  or  the  impact,  research  and  analysis  has  on 
compliance  levels.   District  Directors  were  more  specific,  saying  that 
changes  in  compliances  levels  by  market  segment,  within  a  district  or 
within  a  particular  time  frame,  should  be  measured.   Another  coonon 
response  by  ElORA  Chiefs  was  to  base  DORA  success  on  the  amount  of 
revenue  it  generates.   Some  of  the  other  responses  included:   (1)  doing 
a  cost/benefit  analysis  of  DORA  versus  traditional  means  to  improve 
compliance,  (2)  judging  the  recommendations  DORA  made  to  the  Cooipllance 
Plemning  Council,  C3)  measuring  DORAs*  ability  to  work  with  other 
Divisions,  (4)  making  all  functions  responsible  for  compliance-level 
improvements,  and  (5)  measuring  DORA  success  on  the  basis  of  the 
identification  of  issues/market  segments. 

rltieal  tQ  the  soccees  oC  momtL/DOmx 


All  293  interviewees  responded  to  this  question:   31  District  Directors; 
31  DORA  Chiefs;  92  Chiefs  of  Examination,  Collection,  and  Taiqpayer 
Service;  and  139  DORA  staff. 

The  most  connon  responses  to  this  question  were:   (II  acquiring 
organizational  support,  {2)   obtaining  data,  (3)  developing  a  measurement 
system,  and  (4)  hiring  and  training  staff.   Other  factors  staff 
indicated  as  being  critical  to  the  success  of  NORA/DOFA  were  delivering 
a  useful  product  in  a  quick  and  timely  fashion,  resolving  privacy  and 
security  issues,  obtaining  taxpayer  Identification  numbers,  and 
obtaining  financial  resources. 

Hho  detecalaes  the  ZKHULe'  workloedT 

This  question  was  asked  to  31  DORA  Chiefs.  [S* 


at  beginning  of 
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All  31  DORA  Chiefs  responded  to  this  questi 

TOTAL 

20    64. S%       1.  □  res 

11    35.5%       2.  □  No 


All  31  DORA  Chiefs  responded  to  this  question. 

22     71.0%        1.  □  Yes 
9     29.0%       2.  □  No   >  Skip   to  Ouestioo  1$. 

ze  rwi#  pl**n«  tesorib*  th*  gaiaane*  raealvvd. 

There  were  various  responses  to  this  question.   Host  DORA  Chiefs  said 
that  the  guidance  they  received  vas  in  the  forrs  of  tha  folloviog:   (1) 
tenplates,  (2)  training,  (3)  guidelines  for  profiling  reports,  (4) 
Instructions  for  developing  a  profile  plan,  and  (5)  instruction  for 
developing  a  research  plan. 

onldaaoa  r*oal-rad  txtm  OOHA  ■■ffielaae  to  do 

A  total  of  32  DORA  Chiefs  respooded  to  this  questioo.   (On  tba  basis  of 
a  response  provided  to  a  previous  question,  socse  Chiafs  skipped  this 


jsaia. 

18          81. 8% 

1.   D     Yes 

i          18.3% 

2.   a     No 
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33.9%  1.  a  Very  satisfied 

SI. 6%  2.  □  Generally  satisfied 

6.S%  3.  a  Neither  satisfied  nor  dissatisfied 

4.8%  i.   a  Generally  dissatisfied 

3.2%  S.  a  Very  dissatisfied 
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laiMi 

39  62.9%     1.  □  Definitely  yes Htov  aor  Bare  staff  da  raa  (eel  you 

will  aaadr 

13  21.0%     2.  O  Probably  yes >  mam  aaar  aoT*  ataCC  to  yoa  (eal  yav 
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0    0%     3.  a  Probably  not 
0    0%     4.  a  Dsfinitely  not 
10  16.1%     S.  □  Oncertaln 
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To  iriiAt  aoctcnt,    if  at  all.   do  yon  b«li«T*  that  yoox  staff  poaaasa  ttaa 
baokgroond  and  akUlv  aaadad  to  parfois  tba  work  at  tha  DOaUT 

31   District 


29.0% 
37.1% 
32.3% 
1.6% 


;,eaend : 
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bollr 


tUsT 


Moot  of  the  DORA  Chiefs  and  District  Directors,  who  responded  as 
indicated,  believed  that  the  DORA  staff  lacked  some  of  the  research 
skills  needed  to  conduct  research.   Some  officials  were  specific, 
stating  that  the  staff  needed  training  in  statist! 
operations  research,  marketing 
applied  research  and  analysis. 


Unent  development,  and  conducting 
Did  tbs  raJsplujMMit  agrsi— nt  hsro  an  af fset 
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22.       BaT*  ra«  r«nrnnli«d  aar  41<(ar«aa*s  la  roar  aeaff  (l.a.,  pradaatiTl«r> 
^oality,  ato.)   fltiiflina  on  tba  Cvnotlocul  arva  idMx«  tbm  staff  oana 
ex«ait 

All  31  DORA  Chief  a  responded  to  this  question. 

TOTAL 


29.0% 

1.  a 

71.0% 

2.  a 

0% 

J.  a 

Hw  haa  tha  aattaorltr  to  brlsg  la  a<liHrlniia1  ataff t 

[See  note  at  beginning  o{ 

24 .   IB  Fov  oplnloo,  bow  adaqoaca  or  iaadaquata  «aa  tha  tzalAiag  yoa  and 

y«mr  a«af C  hara  caeaivad  tliaa  far  ea  fulfill  yvor  saapooaibllltlas  and 
daeiaaT 

All  31  DORA  Chiefs  responded  to  this  question. 

Tralntw  you  rftcelvnd 

TOTAL 

t    29.0%   1.  □  More  than  adequate 
IS  48.4%   2.  □  Oanarally  adequate 

2  «.S%   3.  □  Haichar  adequate  nor 

inadequate 

3  9.7%  4.  O  Oanarally  Inadequate 
0     0%  S.  Q   Vary  inadequate 
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Naitbar  adequate 
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General  ly  inadequate 
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Very  inadequate 

6.S%  6.     None  received  — 
If  boK  1,  4«  ov  S  is  oheclred  £or  eithMT*  «fty  has  the  treiniaa  been  le«s 


QQfiA  chiaf  Training:   DORA  Chief*  who  said  the  training  had  been  leaa  than 
adequate  stated:   (1)  they  needed  a  course  on  managing  a  research 
division,  <2)  it  was  too  early  to  give  high  marks  to  the  training  program 
and  judgment  would  be  reserved  until  a  later  date,  and  (3}  the  Chiefs 
needed  more  interaction  so  that  the  'big  picture*  would  be  shared.   There 
were  two  DORA  Chiefs  who  did  not  receive  training:   one  was  fron  Matioaal 
Office/Research  who  felt  he  did  not  need  it,  and  the  other  was  in  an 
Acting  Chief  role. 

DORA  ^^flff  Training:   One  Chief  said  it  was  too  early  to  give  high  marks 
to  tha  training  program  and  that  he  would  reserve  judgnant  until  a  later 
date.  The  other  said  that  the  training  suited  current  needs,  but  it 
needed  to  ii^prove  dramatically  in  tha  future  as  the  work  becomes  more 
complex. 
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tion:   31  DORA  Chiefs 

DORA  officials  said  they  would  liJce  co  receive  additional  training  in 
the  following  areas:   (1)  statistics /data  analysis;  (2)  research 
methodologies/techniques;  (3)  con^JuCer-related  courses;  (4)  writing  and 
report  development;  (£)  tax  law  and  related  IRS  issues:  (6)  behavioral 
sciences/psychology;  (7>  economics;  euid  (8)  project  managencnt. 

Mbat  IMS   and  wctwmal  databaa**  ar*  aT^labla  to  yon  loeallyT 

This  question  fcras  asked  to  31  DORA  Chiefs.   (See  note  at  beginning  of 
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31  DORA  Chiefs.   ISee  note  at  beginning  of 
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29.   la  tba  Covllaacs  plsmilng  Council  ourxanclr  oporatlaaal  la  roar 
dlctrleCT 

3      9.7%  1.  □  No  -— >           Skip  CO  Ouescion  32. 

(The  Council  was  not  operational  In  J  sites;   Hartford,  Boston,  and 
Brooklyn.  ) 

28    90  3%  2.  □  Yes  --->    IB  you  opinion,  bow  affaotlv*  or 

IsattootlT*  Is  this  Cooaell  In  nsnaglna  or 
■OBltorlna  oosvllsnos  rosoaroh  aotlvlelosr 

A  total  of  104  officials  responded  to  this  question:   28  DORA  chiefs  and 
76  Chiefs  of  Examination,  Collection,  and  Taxpayer  Service. 

TQTM. 

21    20.2%      1.  n  Very  effective 
36    34.6%      2.  a  Generally  effective 
13    12.5%      3.  O  Neither  effective  nor 
ineffective 

8     7.7%       4.  a  Generally  ineffective 

I     1.0%      5.  □  Very  ineffective 
25    24.0%      6.  □  Uncertain 
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28 
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Legend : 
t  Number 
1  Percent 

30.   Mho  are  the  nsihsrs  of  the  Conpllancs  Plsimlng  Council  In  your  dlstrl 

This  question  was  askad  to  31  DORA  Chiefs.   ISea  note  at  beginninj  of 
appendix. i 

11.   Mhat  Is  tba  Connoll's  roleT 

This  question  was  asked  to  31  DORA  Chiefs.   [See  note  at  beginning  of 
appendix. I 

=tt 
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laiAi, 

4           12.9% 

I.    □ 

Open 

21             67.7% 

2.  a 

Closed 

C           19.4% 

3.    Q 

Never  had 

0                   0% 

4.    □ 

Uncertain 

Mhat  is  th*  Btstu*  of  tli*  Coapllaac*  2000  Offlc*   in  your  diatrlctT 

All    31  DORA  Chiefs  responded  to  this  question. 


2000   Office 


33.    Haw  you  r«7i«w*d  any  of  tlw  Ceapllanc*  3000  proj*ctaT 

All  31  DORA  Chiefs  responded  to  this  question. 

TOTAL 

7    22.6%       1.  □  No >     Skip   Question. 

24     77.4%        2.  D  Yes >     If  yes,  irfiat  are  your  opinio 


A  total  of  24  DORA  Chiefs  responded  to  this  question.  (On  the  basis 
a  response  provided  to  a  previous  question,  some  Chiefs  skipped  this 
question. ) 


Director.   [See  note  at 


Mhat  la  your  rela  la  OatazBlning  thm   DOM&a*  vorkleadT 

ector.   (See  note  at 


nail. 

18           75.0% 

1.    □  No 

6          2S.0% 

2 .    □  Yes 

CttzT«ntly,  «liat  la  your  rola  la  providlaa  tha  DOWk  r«a 

[See  note  at 

Daacrlba  your  sola  aa  a  mmhmr  of  thm  CcHpllanca  Planning  Cooneil. 

This  question  was  asked  to  Chiefs  of  Examination,    Collection,    and 
Taxpayer  Service.      (See  note  at  beginning  of  appendix.] 
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of  Exarvination,  Collection,  and  Taxpayer  Service  responded 


Several  o££icial«i  said  tha 
Officials  who  cited  crlter 
research  priorities:   (1) 
reiiuirements,  and  {3 )  Nati 


and  Taxpayer  Service  responded 

Co  Hi    determine/focus  their 

cases  for  iheir  staff 
e  of  their  divisions   resources,  (4)  help 

within  their  division  should  be  distributed,  and 
on  among  the  district  divisions. 

aas  your  diTialoa  hmma   «ff*et*d  byi 

n.  Collection,  and  Taxpayer  Service  responded 

Cgmpliance  2QQ0  SQ&h 

TOTAL  IQTAL 

85  92.4%   1.  □  Yea    -">  How?  '. 

4  4.3«   2.  a  Mo 

3  3.3%   3.  □  Uncertain 


56.5% 

1.   □ 

Yes 

37.0* 

2.   □ 

No 

6.5% 

3.   □ 

Unce 
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in  your  oplnloo.  to  what  oxtaat.  It  «t  all,  do  you  consider  ths  BORAs  to 
bo  •  good  InTMtjMBt  of  your  rosoureasT 

The  92  Chiefs  of  Exaninati 
to  this  question. 


Collection,  and  Taxpayer  Service  responded 


e.7« 
2S.0% 
25.0* 


To  a  very  great  extent 
To  a  great  extent 
To  a  moderate  extent 
To  some  extent 
To  little  or  no  extent 


6.  □  mcertaln 


■ 

— ; — 

4 

6 

Respondent 

• 

% 

« 

• 

t 

I 

% 

• 

« 

• 

% 

Chiet  o£ 
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16 

5 

16 

7 

23 

0 

0 

1 

3 

13 

42 

Chief  of 

1 

3 

S 

16 

11 

36 

5 

16 

2 

7 

7 

23 

Chief  of 
Taxpayer 

3 

10 

13 

42 

5 

16 

2 

7 

0 

0 

e 

26 



Legend : 
•  Number 
%  Percent 

pl«a««  civlaln  why  you  b«li«v*  thla. 

The  mo3C  conaDon  response  to  this  question  was  that  it  was  ^oc  soon  to  cell  If 
Che  division  chiisfs  considered  the  DORAs  to  be  a  good  investment  of  their 
resources . 

Officials  who  generally  thought  DORA  was  a  good  investment  of  their  division 
resources  provided  the  following  explanations:   (1)  DORA  wiU  be  able  to 
Improve/belter  focus  on  aorkload  and  help  to  find  aore  productive  cases   (2) 
Sa  will  help  CO  detemine  how  and  where  to  use  resources,  13)  DORA  will  be 
Su  to  dentlfy  nonccmpllant  market  segments.  (4)  DORA  is  beneficial  because 
It  is  one  consolidated  division  in  the  field  that  can  do  research,  and  (5) 
DORA  should  help  them  get  better  information  and  help  IRS  increase  compliance 
levels. 

Some  of  the  officials  who  were  less  optimistic  about  the  DORAs  replied:  (l) 
dSS^  is  too  cer.traltzed  a.-,d  not  enough  local  work  is  being  done  12)  BORA  '* 
^t  a  good  lnvest<Knt  because  giving  it  resources  means  that  other  divisions 
Sly  no?^t  their  own  productivity  goals  (31  DORAs  are  not  useful  because 
?Sey  do  not  have  access  to  taxpayer  identifying  nun4>ers,  <«'.?ORA  "«|f  I' 
market  itself  because  some  divisions  do  not  know  how  to  use  it.  and  (51  their 
first  report  was  too  detailed  and  not  readable  or  usable. 
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>rkIo«d  rhwrr*  tv  mm  &  result  of   thm  BOIUk/DOIUl 

of   Examination,    Collection,    and  Tfucpayer   Service  responded 


Officials   stated  that    they  expected  HORA/£)ORA  to  affect  their  workload 
by    (1)    determining/focusing   their  division's  workload,     (2)    identifying 
more  productive  cases    for   their   staff   to  work  on,     (3)    using  some  of 
their  divisions"    resources    (e.g.,    less  resources   to  work  on  own 
projects),     (4)    helping   determine  how  resources  within   their  divisions' 
should  be  distributed,    and    (5)    increasing  coordination  among   the 


To  what  •Ktaat*  if  at  all,  do  you  think  you  will  b*  b*ld  aeo 
th*  auccaaa  of  tbm  XX)]tA  (i.e.,  iBoraasixao  Tolaatary  co^lian 
tha  raaaaxcb-baaad  approach)? 


10.9% 
27.2% 
17.4% 
13.0% 
14.1% 
17.4% 


>f  Examin 

ition 

Col  lection. 
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very 

great 
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and  Taxpayer  Service  responded 
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Zf  box  1,   2t  or  i  la  chmctcmA,   la  vbat  wmyat 

The  nose  cosBaon  responses  given  by  the  chiefs  were  that  they  had  to   (1)   use 
DORA'S  work'-deliver  results/treatments  on  the  basis  of  DORA'S  input  and   (2) 
ensure  their  resources  were  availaible   to   support   the   DORA.      Soioe  oC   the  other 
recponses  were   that   the  chiefs  needed  to  be  active  members  of   the  Cocnpliance 
Council   and  needed  to  develop  ways   to  use  DOHA'S   services. 

46.        lOwt  1«  TOOT  position  or  job  title   In  th«  DOJULT 

All   139  DORA  Staff  responded  to  this  question. 

..   D  statistician 

! .   O  Economist 

I.  Q  Operations  Research  Analyst 

I .  O  Program  Analyst 

).  O  Other  >  Please  specify 

of  'other"  includes  Computer  Research  Analyst  and  related 
Ltions;  Operations  Research  Analysts  and  Program  Analysts, 
Team  Leaders:  and  others,  such  as  a  Magnetic  Media 


13.7% 

11.5% 

18.7% 

25.2% 

30.9% 

The  category 

computer  pos 

who  iure  also 

Specialist. 

All  139  DORA  staff  responded  to  this  question. 


TOTAL 


a  Yes 

□  Mo >  Skip  Questio 


IC  •av,   haw  you  leamod  froa  those  prior  resoareb 

Lessons  learned  is  part  of  our  overall  analysis;  see  question  4. 

More  than  half  of  the  staff  members,  i»*io  said  they  were  involved  in 
prior  efforts  to  inprove  compliance,  stated  what  those  activities  were. 
The  majority  said  they  were  in  a  Compliance  2000  Office  or  used 
Compliance  2000  principals  irtien  doing  their  work.   Other  staff  members 
worked  in  the  National  Office  Research  Division;  the  National  Office 
Con^iliance  Group;  or  in  Ejtaminat ion's  Compliance,  Technical,  or  Research 
Offices.  Officials  also  cited  several  research  projects  on  which  they 
worked,  such  as  the  Discriminate  Function  and  TCMP. 
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Sine*  Boviag  iato  tli*  DOHA/  «faat  bsT*  yoa  spant  Bost  of  yoor  tiaa  doing? 

All  139  DORA  Btaff  responded  Co  this  question. 

At  the  tiioe  of  our  review,  DORA  staff  reported  doing  the  following 
activities:   (1)  profiling  nationally  directed  projects,  (2)  attending 
training  courses,  (3)  reviewing  prior  compliance  projects,  (4)  worJting 
on  local  projects,  (5)  performing  data  analysis  and  verification,  and 
16}  doing  various  administrative  and  ccoputer  system  duties. 

Hhat  typ«s  of  data  ar«  you  oslxm  to  do  your  jotoT 

This  question  was  asked  to  DORA  staff.   [See  note  at  beginning  of 

appendix. ] 

tlM  datA  yoa  hav*  Is 

All  139  DORA  Staff  responded  to  this  question. 


4 

3% 

□ 

To  a  very  great  extent 

21 

15 

1% 

U 

To  a  great  extent 

58 

41 

7% 

U 

To  a  moderate  extent 

44 

11 

7% 

□ 

To  some  extent 

2 

9% 

□ 

To  little  or  no  extent 

4 

3% 

U 

Uncertain 

Data  LlJKitst 

Some  of  the  responses  to  the  lijnits  of  the  data  were:   (1)  data  not 
fully  tested/validated,  (21  no  conpliance  databases,  (3)  data  not 
tiroely--old,  [4]  limited  external  data,  and  (5)  cannot  track  individual 
taxpayers  for  time-line  analyses.   The  DORA  staff  also  added  other  items 
they  believed  limit  them  in  doing  their  work  sufficiently:   (1)  missing 
or  limited  data  fields  in  working  files,  (2)  mistakes  in  data  fields, 
(3)  cannot  link  data  to  audit  potential--no  dependent  varietbles,  and  (4) 
data  not  useful  in  identifying  nonconpliance. 

Baadad  XaprovaBastsi 

To  satisfy  some  of  the  data  limits,  the  staff  believed  that  <1)  data 
need  to  be  tested  and  validated,  especially  for  principal  business 
codes;  (2)  compliance  databases  need  to  be  able  to  measure  and  analyiie 
accuracy,  timeliness,  and  full  payment;  (3)  Internal  data  need  to  be 
reviewed  to  determine  vrtiat  elements  are  useful;  (4)  data  need  to  be 
updated,  especially  data  from  Examination  and  Collection  databases;  (S) 
new  sources  of  data  need  to  be  available  (i.e.,  nore  state  data);  and 
(6)  additional  information  to  track  taxpayers  would  be  helpful  to  DORA 
when  analyzing  treatments. 

Additionally,  the  staff  believed  it  would  be  useful  to  have  (1)  an 

of  data,  as  opposed  to  a  saiq)le  and  (2)  TCMP  results. 
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S2. 

In  yoor  cvlaiea.  bar  eaitartable  oc  nnoeatareable  an  yen  «ttk  the 

raaeezch  plen,  ■ethodsleoiee,  and  qoutlooa  bataa  •ddzeeaed  hr  OOMT 

All  139  DORA  etaff 

reapooded  Co  chie  question. 

TOZtL 

S2 

37.4*       1.  O 

Very  comfortable 

SI 

36.7%       2.  a 

Soaeidiat  cooforcable 

8 

s.9»         3.  a 

Neither  coafortable  nor  uncamfortabla 

n 

12.2%       4.  Q 

Sooewhac  uncomfortable 

0 

0%         5.  a 

very  uncomfortable 

11 

7.9%    e.  a 

Uncertain 

53. 

*o  akat  axteat,  U 
at  tba  OOaAT 

at  all,  do  ran  belle**  roe  oaa  da  tbe  «Drk  reqoixed 

All  139  DORA  SCafJ 

responded  to  this  question. 

TOTAI. 

S6 

40.3%         1.  a 

To  a  very  great  extent 

7S 

54.7%       2.  □ 

To  a  great  extent 

6 

4.3%       }.  □ 

To  a  moderate  extent 

0 

0%       4.  □ 

To  acne  extent 

0 

0%         s.  a 

To  little  or  no  extent 

1 

.7%       «.  □ 

uncertain 

54. 

reoalvad  tbaa  tax 

baaa  to  (ttUUl  yooc  reaponalMlittee  and  duties  aa  a 

DOBA  ataf  t  ■aabect 

All  139  DORA  stafl 

responded  to  this  question. 

TOTAL 
2S 

18.0%         1.  n 

More  than  adequate 

90 

64.7%       2.  □ 

Generally  adequate 

18 

12.9%       3.  □ 

Neither  adequate  nor  inadequate 

3 

2.2%       4.  □ 

Generally  inadequate 

0 

0%      s.  □ 

Very  inadequate 

3 

2.2%       6.  □ 

Uncertain 

GMWGGD-M-IW  IBS  Haa  Made  Progress 


736 


AppeodixIV 

CoiiAoUdated  Hesotts  of  Structored 
iDterriews 


If  booc  3,  4,  or  S  la  ch#ck#d,  «lqr  baa  th*  training  not  boon  •dogaatoT 

than  adequate 

phase  I  training  lacked  practical  foundatlon--too  theoretical  and  not 

based  on  facts; 

phase  I  training  was  too  general,  and  it  left  lots  of  unanswered 

questions--needed  technical  assistance; 

needed  more  tinte  for  phase  I  training- -too  much  information  to  absorb  in 

short  time  frame; 

needed  more  training  to  include  statistics  2md  research  Bethodologies; 

training  not  divided  into  specialty  areas  or  fit  individual  needs  (I.e., 

economist,  statistician;  same  training  for  all  staff  regardless  of  skill 

levels,  knowledge,  or  experience); 

training  did  not  address  goals  and  mission  of  DORA; 

scheduling  of  training  classes  could  have  been  better  and  more 

meaningful  (i.e.,  con¥>uter  class  was  before  the  DORA  training);  and 

training  funds  not  available. 

In  ^Mt  araaa*  If  any,  would  you  Ilka  to  haw  additional  training? 

DORA  staff.   (See  note  at  beginning  of 


All  139  DORA  Staff  responded 
Hardware 


IQIU, 

122    87.8%  1.  n 

Yes 

12    8.6%  2.  □ 

No 

5    3.6%  3.  D 

Dncertttin 

}  question. 

Softwarg 

123   88.5%   1.  □ 
11    7.9%   2.  □ 
5    3.6%   3.  □ 

Yes 

No 

unc 

on  bow  to  inprove  tba  WnX/T>OMX 


This  question  was  asked  to  OORA  Chiefs;  District  Directors;  Chiefs  of 
Examination,  Collection,  and  Taxpayer  Service;  and  DORA  staff.  (See 
note  at  beginning  of  appendix. ] 

pttt  ocagpllanca  rmmmmxeh   that  you  would 

This  question  was  asked  to  DORA  Chiefs;  District  Directors;  Chiefs  of 
Examination,  Collection,  and  Taxpayer  Service;  and  DORA  staff.  [See 
note  at  beginning  of  appendix.] 
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miAi. 

C 

S% 

10 

33 

3% 

13 

41 

»» 

i 

3 

5% 
2% 

9 

7% 

All  31  DORA  Chiefs  responded  to  this  qcuestio 


1 .  Q  To  a  very  great  extent 

2.  O  To  a  great  extent 

3 .  □  To  a  noderate  extent 

4.  □  To  sone  extent 

5.  □  To  little  or  no  extent 

6.  O  Uncertain 


All  31  DORA  Chiefs  responded  to  this  questlo 


O  To  a  very  great  ext.ent 

O  To  a  great  extent 

O  To  a  noderate  extent 

□  To  sone  extent 

□  To  little  or  no  extent 
O  Oncertain 


All  31  DORA  Chiefs  respooded  to  this  question. 

22.6%  1.  Q  To  a  very  great  extent 

lfi.1%  2 .  O  To  a  great  extent 

9.7%  3.  O  To  a  aK>derate  extent 

9.7%  4.  O  To  sone  extent 

9.7%  5.  □  To  little  or  no  extent 

32.3%  6.  □  Oncertain 


«.s% 

29.  Ot 

9.7% 

1S.1« 

C.S% 

10 

32.3% 
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til*  Itasearch  Plan  will  b« 
AU   31   DORA  Chiefs  responded  Co   this   cjuestion. 


IS2IM. 

9          29.0% 

1.  a 

To  a  very  great  exte 

16          51.6% 

2.  □ 

To  a  great  extent 

I            3.2% 

3.  a 

To  a  moderate  extent 

S          16.1% 

4.  □ 

To  some  extent 

0                 0% 

5.  a 

To  little  or  no  exte 

0                 0% 

6.  □ 

Uncertain 

«hat  haira  yoor  mtmtt  apmat  ■«•« 

was  asked  to  DORA  chiefs.       [See  note  at   beginning  o£ 

about  ciMpllanca  rasaarch  that 

[See  note  at  beginning  of 
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Summary  of  DORA  Staffing  Data  Collection 
Instrument 


Tabto  V.I:  Analysl*  o(  DORA  Staff 
Positions 


This  {4)pendix  contains  the  results  from  our  District  Offices  of  Research 
and  Analysis  (dora)  staffing  data  collection  instrument  that  was  provided 
to  all  31  DORA  Chiefs  for  completion  during  the  summer  of  1995.  The  Chiefs 
reported  217  staff  onboard  during  our  field  visits.  The  average  and  median 
number  of  staff  per  site  was  7,  and  staffing  ranged  fi'om  4  to  12  people  per 
site.  The  following  tables  provide  more  details  about  the  dora  staff.  Some 
percentages  may  not  equal  100  due  to  rounding. 


Position 

Number  of 
staff 

Percentage 
of  all  staff 

Percentage  of 
staff  minus  31 
DORA  Chiefs 

DORA  Chief 

31 

14.3 

Computer  Research  Analyst  and 
related  computer  positrons 

32 

14.7 

17.2 

Economist 

23 

10.6 

12.4 

Operations  Research  Analyst 

41 

18.9 

22.0 

Program  Analyst 

62 

28.6 

33.3 

Statistician 

22 

10.1 

11.8 

Other* 

6 

2.8 

3.2 

Total 

217 

100.0 

99.9 

The  category  ot  "other"  positions  includes  Assistant  CWRA  Chief,  Diversity  Coordinator, 
Fed-Stale  Coordinator.  Magrretic  Media  Specialist.  Public  Affairs  Specialist,  and  Acting  Team 
Leader 

^Nol  applicable 

Source:  District  Offices  ot  Research  and  Arulysis.  IRS. 
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Snnunajry  of  DORA  Staffing  Data  Collection 

Instroment 


Grade* 

Numtwr  of  staff 

Percentage  of  staff 

General  Schedule-7 

7 

3.2 

General  Schedule-9 

11 

5.1 

General  Schedule-1 1 

11 

5.1 

General  Schedule- 12 

29 

13.4 

General  Schedule- 13 

84 

38.7 

General  Schedule-14 

41 

18.9 

General  Management-15 

31 

14.3 

Other' 

3 

1.4 

Total 

217 

100.1 

''Grade'  means  the  level  ot  classification  an  employee  has  under  a  position  classification  system 
(i.e  .  referring  to  the  dulies,  tasks,  and  functions  he  or  she  perlorms) 


Source;  District  Offices  of  Research  and  Analysis.  IRS 


Table  V.3:  Analysis  of  Number  of  Years 
Staff  Employed  at  IRS 


Time  frame 

Number  of  staff 

Percentage  of  staff 

1  year  or  less 

7 

32 

2  to  5  years 

29 

13.4 

6  to  10  years 

36 

16.6 

1 1  to  20  years 

74 

34.1 

20  or  more  years 

71 

32.7 

Total 

217 

100 

Note  About  67  percent  of  DORA  staff  have  t>een  employed  at  IRS  for  more  than  10  years  Of  the 
staff  who  have  been  employed  ^  year  or  less,  four  are  economists  and  three  are  statisticians. 

Source.  District  Offices  of  Research  and  Analysis.  IRS 
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SmuiiuT  of  DOHA  Suffln*  Dau  Collection 

liutznnient 


TaUa  V.4:  Analysis  ol  Prior  IRS 
DMaton  Experienca 


Division' 

Numbar  o(  staff 

P0rcontAQ6  ol  staff 

Examination 

ro 

32.3 

Collection 

50 

23.0 

Information  Systems 

27 

12.4 

Taxpayer  Service 

18 

83 

Resources  Management 

9 

4.1 

Research 

8 

3.7 

Other" 

35 

16.1 

Total 

217 

99.9 

""Division"  refers  to  the  division  in  which  DORA  staff  reported  spending  the  bulk  of  their  careers 

"Tiye  category  of  'other'  division  includes  various  divisions,  such  as  Appeals.  Inspection.  Returns 
Processing,  and  Personnel  II  also  includes  those  staff  who  reported  having  no  prior  division 
experierKe  (i  e  ,  new  hires) 

Source:  District  Offices  of  Research  and  Analysis.  IRS. 


Table  V.S:  Analysis  of  DORA  Staffs 
Undergraduate  Minors 


Calagory  of  dagcaa 

Numtwr  of  staff 

Percentage  of  staff 

Business 

29 

31.9 

Computer 

5 

5.5 

Social  Science 

2 

2.2 

Math 

4 

4.4 

Liberal  Arts 

28 

30.8 

Science 

7 

7.7 

Tax 

0 

0.0 

Economics 

13 

14.3 

Statistics/Quantitative 
Analysis 

3 

3.3 

Operations  Research 

0 

0.0 

Total 

91 

100.1 

Note  01  the  21 7  DORA  staff  onboard  during  our  visits.  84.  or  atKXJl  39  percent,  reported  having  a 
minor  Al»ul  61  percent,  or  133  ol  the  stall,  did  not  have  a  minor  degree  Seven  staff  had  more 
tfianone  minor 

Source  Disthcl  Offices  of  Research  and  Analysis,  IRS 
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Sammary  of  DORA  Staffing  Data  Collection 

liutniment 


Category  of  degree 

Numlwr  of  staff 

Percentage  Of  staff 

Business 

76 

35.3 

Computer 

6 

3.7 

Social  Science 

17 

7.9 

Math 

16 

7.4 

Liberal  Arts 

34 

15.8 

Science 

18 

8.4 

Tax 

0 

0.0 

Economics 

39 

18.1 

Statistics/Quantitative 
Analysis 

4 

1.9 

Operations  Research 

0 

0.0 

Other^ 

3 

1.4 

Total 

215 

99.9 

Note  01  the  217  DORA  staH  cxiboard  during  our  visits.  205.  or  about  95  percent,  reported  having 
a  college  degree  or  major  About  5  percent,  or  12  of  the  staff,  did  rwt  have  an  undergraduate 
degree  Ten  staff  had  more  than  1  major. 

"The  category  ot  "other'  includes  prelaw  ar>d  criminal  justice  degrees. 

Source:  Oslnct  Offices  of  Research  artd  Analysis.  IRS. 
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AppeadUV 

SoanuuT  of  DOBA  SuOliig  Dau  CoUeetian 

hutraraent 


TaMe  V.7:  Analysto  a(  DORA  Staff* 
Graduate  Degraea 


Cal09ory  of  dagraa 

NumiMr  of  staff 

PofCMitAOB  of  staff 

Business 

32 

33.7 

Computer 

4 

4.2 

Social  Science 

0 

0.0 

Math 

5 

S.3 

Liberal  Arts 

11 

11.6 

Science 

5 

5.3 

Tax 

8 

8.4 

Economics 

14 

14.7 

StatistlcsA3uantitative 
Analysis 

7 

7.4 

Operations  Research 

3 

3.2 

Other* 

6 

6,3 

Total 

9S 

100.1 

Note  Of  the  217  DORA  staif  ont>oard  duing  otf  visits,  79.  or  about  36  peicent,  reported  riavir\g 
graduate  degrees  About  36  percent,  or  138  staff,  did  not  have  a  graduate  degree  Twelve  stalt 
tiad  more  than  t  degree 

The  category  o(  "oltier'  IrvAjdes  three  staff  who  reported  having  a  luris  doctorate  degree  and 
ttvee  staff  who  reported  having  an  advanced  degree,  such  as  a  doctorate,  but  did  not  specify  the 
subiect  area 

Source:  Olsthcl  Office*  of  Research  and  Analysis.  IK 


GA(VG«D-M-109  US  Bam  Made  Pni«nM 


744 


Table  V.8:  Analysis  of  Types  of 
Reasslgnments  Into  DORA 


Appendix  V 

Snmiury  of  DORA  SUfflng  Data  CoUcctlon 

hutnuDent 


Type  of  reassignment 

Number  of 
staff 

Percentage 
of  staff 

Voluntary  lateral" 

124 

57.1 

Priority  lateral" 

8 

3.7 

Directed  lateral'^ 

3 

1.4 

Voluntary  change  to  a  lower  grade" 

9 

4.1 

Competitive  change  to  a  higher  grade' 

44 

20.3 

Competitive  to  the  same  grade/higher  career  ladder' 

13 

6.0 

Other« 

16 

7.4 

Total 

217 

100 

■A  "voluntary  lateral"  reassignment  means  that  a  staff  person  volunteered  to  leave  his  or  her 
current  assignment  or  position  and  move  into  the  DORA  at  the  sanw  grade  level  Selection  cniena 
(eg  .  length  of  federal  employment)  varied 

"A  "priority  lateral'  reassignment  means  thai  an  employee  was  allowred  to  transfer  to  the  DORA  on 
the  basis  of  criteria  such  as  hardship 

s  that  mariagement  involuntarily  reassigned  an  employee 

"A  "voluntary  change  to  a  lower  grade'  reassignment  rrieans  that  a  stafi  person  volunteered  to 
leave  his  or  her  current  assignment  or  position  and  move  into  the  DORA  at  a  lower  grade  level. 

"A  "competitive  change  lo  a  higher  grade'  reassignment  means  that  a  staff  person  competed  with 
other  IRS  employees  to  move  into  the  DORA  at  a  higher  grade  level  than  tie  Of  she  previously 
held. 

'A  "competitive  char>ge  to  the  same  grade  but  higher  career  ladder"  reassignment  means  that  a 
staff  person  competed  with  other  IRS  employees  to  move  tnto  the  DORA  at  his  or  her  current 
grade  level,  but  the  slaft  person  would  have  an  opportunity  to  advance,  without  competition,  to  a 
higher  grade  levei  than  he  or  she  could  fiave  had  in  the  previous  position 

»Tbe  category  of  'other'  includes  other  types  of  reassignments  not  in  the  categories  above 

Source  District  Offices  of  Research  artd  Analysis.  IRS 
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Sammary  of  DORA  Suflliic  Dau  CoUectlan 

Instnunent 


Tabto  V.9:  Analysis  ol  Who  HIrad 


DORA  Staff                                                                                                                                               Number  Percentage 

o(  staff,  at  staff, 

Numtier  of         Percentage       excluding  31  excluding  31 

Who  hired  staff                      staff                ol  staff      DORA  Chiefs  DORA  Chiefs 


DORA  Chief 

135 

62.2 

135* 

72.5 

District  Director 

64 

29.5 

44 

23.7 

Regional 
Commissioner 

9 

4.1 

1 

0.5 

Joint  Decision" 

8 

3.7 

6 

3.2 

Other* 

1 

.5 

0 

0.0 

Total 

217 

100.0 

186 

99.9 

"Number  did  nol  criange  because  DORA  Criiels  do  not  hire  other  Chiefs, 

""Joint  Decision*  means  that  rDore  than  one  oflicial  was  responsible  (or  bringing  a  particiJar  staff 
person  into  tfie  (X)RA  Joint  decisions  were  made  by  Regional  Commissioners.  District  Directors. 
DORA  Chiefs,  and  Compliance  2000  Coordinators 

The  category  of  'other'  includes  an  Assistant  District  Director. 

Source:  District  Offices  of  Research  and  Analysis.  IRS. 
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